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TRENDS IN PERSONNEL MANAGEMENT 
By A E. FETTERLY 


HERE is considerable diversity of opinion within industry as to the 

meaning of the term “personnel management” and to the functions 

of a personnel department. Personnel divisions, as set up in many com- 

panies, vary from mere employment offices, to large departments whose 

activities treat every phase of human relationships within a business or 
industry. 


Mooney, Vice-President of General Motors, has said concerning 
personnel objectives, ‘. . . of course on the human side there is more to 
personnel policies than the mere fitting of the man to the job. Neverthe- 
less this is the prime essential—the one that must have first consideration 
in personnel plans.” Regardless of the view held of what is, or is not, the 
function of a personnel department, personnel management deals 
primarily with some aspect of human behaviour. 


No subject can be simpler than its material, and few will maintain 
that the analysis, and the influencing of human behaviour is not a 
complex procedure. Because they deal with human behaviour, personnel 
problems do not usually have simple solutions. 


These problems are, furthermore, growing ones. The amount of 
labour strife and general dissatisfaction are symptoms of the acuteness of 
a situation which has been brought about by the effects on wokers of the 
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pressure of urban living conditions, larger productive units (in which 
they play a correspondingly smaller or unimportant part), and lack of 
understanding on their part of management objectives. These same pres- 
sures which cause employee unrest have forced business to assume a 
greater interest in “personnel management”’. 


A distinction may be drawn between trends which are products of 
industry's attempts to meet current problems in the fields of employment 
and labour relations, and those which are basic trends reflecting advances 
in economics, sociology, psychology and psychiatry as manifested in 
personnel theory and practice. Although a clear distinction can not 
always be drawn, because many trends are the result of changes in both 
basic thinking and attempts to meet immediate problems. The trends 
presented in this article fall generally into either of these two categories. 
Among the trends which have arisen largely through the urgency of 
immediate problems, the following may be cited: 


Improved Techniques for Selection and Training 

Industry has for many years appreciated the need for selecting the 
right types of workers to meet the requirements of the job and to give 
them the training that will best and quickest enable them to become 
effective producers. Where high loss rates occur, the cause often lies in 
poor selection or in poor training. High loss rates inevitably mean high 
costs for employment and training, and inefficiency through inexperience. 
The introduction of any methods which will reduce these costs will 
usually be very easy to justify. The problem has been a current one for 
many years. As economic conditions vary, the emphasis shifts. 


Since World War I there has been a period of great interest and 
concern with selection. The successful use of tests by the American army 
oversold industry on tests as a means of selection. The need for good 
selection, plus the army experience, led to many advances in use of tests 
and other selection procedures, but also to many failures, because of the 
improper use of these techniques. The depression period of the 1930's 
was one where the problem of selection was not important. There was 
an over-supply of trained labour, and the crudest of selection tools would 
suffice. 


World War II brought industry face to face with a situation of 
shortage of skilled labour and a tremendous need for hiring and training 
large numbers of inexperienced people. From a selection standpoint, 
crude methods again were sufficient, because the need was for quantity 
rather than quality of labour. The training problem became the one which 
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required most attention. Many advances were made among which the 
Job Instruction Training methods were outstanding. 


As industry entered the post-war period, training was still of prime 
importance in fitting the returning serviceman into industry. Selection 
is also a growing problem and will continue to be an increasing one as 
economic conditions return to normal. 


In this field advances have been made in interviewing and testing. 
With the lessons of the mistakes and overenthusiasms of the last post 
war era, and the advances in techniques that have been made since then 
progress is being made in selection that should materially raise the pes 
centage of suitable applicants hired. 


The lessons of the past should be heeded. Indiscriminate introduc 
tion of tests should be avoided. Use of these and use of improved 
interviewing technique will require trained personnel who appreciate 
both the possibilities and the limitations of these techniques. Any concern 
contemplating their use should be prepared to spend the time and money 
necessary to validate them. 


Attempts to Improve Supervisory Selection and Training 


This problem is similar to those encountered at the employee level, 
but with important differences. The qualities that must be evaluated, and 
the skills that must be developed are of a different order from those 
sought in the worker in the production line. The origins and the urgency 
of the problem are like those of workers’ selection and training, but there 
are additional difficulties in the way of solution. 


The chief among them are centered around the fact that the qualities 
required are more difficult to define and to develop. 


Selection methods have not progressed far enough to give results 
comparable to those that can be obtained in selecting workers for clerical 
or productive work. Similarly, the qualities essential for leadership are 
more difficult to develop because they are related to more basic and 
complex personality factors, and more dependent on a variety of practical 
experience. Training a leader is a much more difficult task than that of 
training an individual for a relatively simple manipulative job. 


The greatest periods of industrial unrest have been those when there 
was the most inexperience amongst foremen and other supervisors. This 
realization has led many management people to an increasing concern 
with these problems of selecting and training supervisors. They see that 
anything that will improve leadership will help solve other problems 
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Lawrence Appley, Vice President of Vick Chemical Company, has 
emphasized this aspect of the problem with the simple truth: “Manage- 
ment is the development of people, and not the direction of things.” 


Increasing thought and research are being carried out in this area. 
In most cases this is showing results, although easy solutions of the prob 
lem have not been found. 


Of significance here are the changes that are taking place in ideas of 
leadership methods. There is a strong movement away from dependence 
on autocratic methods maintained by authority vested in a particular 
position. Increasing reliance is being placed on more democratic methods 
which require stronger leadership qualities for success. 


Wage Levels 

Another problem, more easily recognizable as a reaction to current 
conditions, is that of wage levels. The pressure of increasing cost of 
living continues to make this a very urgent one. The problem divides 
itself into two phases. The first of these is with general wage levels. A 
large part of this difficulty relates to lack of agreement on what should 
be the criteria for establishment of wages and also a lack of consistency 
in what policy does exist. 


Should wage rates be determined by the laws of supply and demand, 
by rates paid for the same type of work in the community, by the 
employers’ ability to pay or by the workers’ needs (cost of living)? Both 
management and labour are guilty of failing to formulate a stable policy 
and of using any basis calculated to drive the best bargain at the time. 
Until agreement can be reached and maintained on how wage levels 
should be set this problem will be a current one. 


The other aspect of the wage problem is that concerned with 
equalizing wage rates paid for different types of work within a company. 
The techniques of Job Analysis and Job Evaluation have become increas- 
ingly effective in the last few years. More firms are using them and they 
are applying them to a wider range of jobs. Through their use many 
discrepancies without logical justification have been removed, and a 
fairer basis of determining wage rates for a particular job has been 
established. 


Relations with Unions 

Recent years have seen a tremendous growth in the strength of 
unions and the proportion of industry that is unionized. This has resulted 
in a great increase in management’s concern with the problems of collect- 
ive bargaining. The magnitude of the problem has meant that personnel 
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or industrial relations departments have come to regard this as their main 
function, and in too many cases it has resulted in concern with the 
problem at the level of “How to cope with the union.” The type of 
discussion held at many personnel associations would substantiate this. 








































Admittedly, much of the problem stems from conditions outside the 
control of any particular company, but industry cannot escape the fact 
that a large part of its acuteness is due to industry's having failed to give 
the worker security and job satisfaction. 


When management is concerned only with how to get along with 
the union, it is dealing with symptoms rather than causes. 
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Management-union relations have to be improved, but more 
important, the conditions that have led employees to the feeling that they 
need a big brother in order to get a square deal from management have 
to be changed. Where a personnel department devotes most of its time 
to collective bargaining activities, these conditions are not being improved 
quickly enough. 


To attempt to predict future union interests and demands is rash but 
a few trends stand out. Union interests have expanded greatly since the 
days of Samuel Gompers. No longer are they solely concerned with 
wages. During the period of wage controls unions became more inter- 
, ested in items such as vacations, paid holidays, welfare and pension plans. 
Many of these proved popular and the emphasis on them may grow as 
wage levels again become stabilized. 


Formulation of Fundamental Personnel Policies 

One of the most important fundamental trends is the growing belief 
that sound personnel policies must be developed and integrated with 
basic company policies. An examination of the historical background of 
personnel management helps to make this clear. 


In the middle ages the majority of people earned their living from 
the land. Those who worked in the cities were craftsmen of varying 
degrees of skill. Progression to the higher levels was largely through an 
apprenticeship period and the acquisition and development of greater 
skill. All production was in small workshops or household industries 
where the worker gained satisfaction from the close relationships with 
his fellows and through their recognition of his skill and worth. Pride of 
craftsmanship was characteristic of most and was often regarded as more 
important than an increase in material possessions. 


Man's inventive genius produced the steam engine and an increasing 
variety and quantity of machinery capable of performing work that had 
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previously required years of training for a hand worker. As the industrial 
revolution progressed, industry learned that, by grouping workers 
together in large numbers and by simplifying and standardizing opera- 
tions, production and distribution could be tremendously increased and 
costs reduced. 


This change has benefited mankind greatly but problems emerged 
that are far from solution today. As the distance between employer and 
employee increased, the old relationships of cooperation, understanding 
and mutual respect disappeared. 


They were replaced, on the workers’ part, by increasing resentment 
and dissatisfaction; on management's part, by two attitudes: First, that 
labour was a commodity affected only by the laws of supply and demand, 
and the price of it could be determined and altered as for any raw 
material. Second, that the worker was a mere operating organism that 
could be dealt with as impersonally and objectively as any machine. These 
attitudes are, of course, partial truths and are still often encountered. 


The story of rising discontent and disturbance in labour relations is 
well known and confirms the failure of these principles as means of 
handling the human problems of industry. As a solution for the increas- 
ing problems, many firms entered an era of goodwill activities among 
workers. This was based on the realization that the welfare of their 
employees had a direct effect on their productivity. Lunchrooms, rest- 
rooms, safety and first aid devices, company stores and housing were 
introduced. Commendable as these activities were, they were quite 
inadequate to cope with a growing problem. 


Management Attitudes Towards Employees 

Various other concepts have developed in the past thirty years. They 
are becoming more widely accepted and are getting closer to an under- 
standing and correction of the problems. The degree to which they are 
accepted and translated into effective action may determine the ability of 
our free enterprise systeth to survive. 


One doctrine, “the Human Concept of Labour,” states that workers 
have certain inalienable rights as humans, and that these rights must be 
recognized by industry. This has manifested itself in company policies 
centered around the acceptance of a belief that an industrial concern has 
three obligations —to the stockholders, to the customers and to the 
employees. This conception involves realization that the mind of the 
worker is as important as his body, and that the minds differ from one 
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another and have to be treated in terms of an appreciation of those 
differences. 


The other doctrine has been variously named “Customer Concept”, 
“Citizenship Concept” or “Partnership Concept”. These can be differ- 
entiated but their main thesis is common. The attitude of “the customer 
is always right” which most firms have adopted, has many values when 
dealing with labour. This doctrine holds that the worker, in selling his 
labour, has made an investment that is greater in proportion than that of 
a stockholder. Democratic processes can and should be further extended 
to give the worker some voice in determining how his labour is used, i.e., 
working conditions, rules and regulations affecting him, etc. The ultimate 
similarity of interests between labour and management, and their common 
dependence on the success of the enterprise are felt sufficient to ensure 
acceptance, by labour, of responsibility for decisions mutually determined, 
and to result in increased efficiency and worker satisfaction. The number 
of firms who are finding success with various representative schemes is 
increasing. 


These two concepts have many implications, some of which will be 
discussed later. Many will feel that they mean too drastic a departure 
from present practice, but all of them are in successful use. 


Regardless of how far management will go in accepting these con- 
cepts, there is a great need to formulate clear and fundamental personnel 
policies. These should cover the areas of collective bargaining, channels 
of communication, recruiting and employment, wage and salary levels 
and any other related phases of personnel management. 


The fundamentals can and should be simple—many of them reduce 
themselves to the “Golden Rule”—but they must be accepted and under- 
stood by all levels of the organization, and all other policies and methods 
must be critically evaluated in terms of them. 


An Organizational Structure to Carry Out the Basic Policy 

To implement the policy of any company, an organizational structure 
is required that places responsibility and authority where it will be most 
effective. This is as true of personnel as it is of production or sales or 
finance. 


Whether personnel is a staff or a line function is an academic ques- 
tion. Mooney briefly and rightly dismisses it with the statement that it is 
both. The important question is what parts, and to what extent the parts 
are staff and line. 
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A general observation leads to the conclusion that, in many existing 
organizations, too much of personnel policy is regarded as a staff func- 
tion. Where you have a business with a progressive higher management, 
an enlightened personnel policy, but with personnel policy tied up in a 
staff group, however competent, little has been gained. 


The most significant things for the worker at a desk, or at a machine 
or on a production line lie in his relations with those on either side of 
him and with the person immediately above him. 


There are, of course, exceptions to the rule but it can be stated 
categorically that the largest part of the worker’s conception of the 
company and his reaction to it will be formed from experiences with his 
immediate supervisor. His contacts with management (or with manage- 
ment’s representatives) are largely with that supervisor, and his attitudes 
will be formed in those contacts. If they are formed in other contacts, 
the structure of organization is breaking down and needs to be revised. 
There are many schemes existent where the President’s door is always open 
to the lowest strata in the organization, but almost inevitably this condi- 
tion exists in theory more than in practice, or else the lines of organization 
are being undermined to the detriment of the supervision producing the 
job and the job produced. 


Lest it be misunderstood, this is not a criticism of that outlook but 
rather a conviction that that approach is inadequate. It is a reflection of 
the belief that many higher executives deceive themselves into thinking 
that their relations with every individual below them are on a high and 
satisfactory plan. 


We are led from here to a regard for the degree to which the basic 
personnel policies of the company are made known to, and accepted by, 
that first level supervisor, and the degree to which he lives those policies. 
In that area will be the success or failure of a company’s personnel policy. 
In that area will increasingly lie the success and failure of that company. 


The particular type of organizational structure which will best meet 
the needs of a particular firm is, of course, too dependent on the nature 
and purposes of that enterprise to discuss here in any detail. It can be 
said that critical appraisal of the size, functions and authorities of any 
existing personnel organization may reveal it to be inadequate for the 
optimum carrying out of basic policies. It may also reveal it to be too 
remote from the factors influencing the worker on the job. Few firms 
can give an unqualified “yes” to the question: “Is there sufficient liaison 
between the personnel department and the line organization, and is there 
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sufficient indoctrination of line supervisors with personnel objectives and 
procedures?” 


Recognition of the Individuality of the Worker 
This trend can be seen in the brief outline above of the historical 
development of personnel policy. 


Many factors have contributed to the need and the awareness of the 
need to regard the worker as an individual with his own desires, needs, 
hopes, fears, attitudes and feelings. 


As technology and the organization and effectiveness of production 
have advanced, the amount and variety of material goods available for 
the worker have increased. So, too, the amount of time that is required 
to maintain any given level has decreased. A higher standard of living 
plus a greater amount of leisure have made the individual less and less 
of an economic animal. 


Logical action by the individual in the direction of satisfaction of 
economic needs, which has never been an adequate explanation of the 
motivation of the worker, has become less and less meaningful. Signifi- 
cant also here is the ever growing tendency of the state to assume the 
responsibility for keeping the unemployed, the aged and the destitute 
above a subsistence level. 


Politically more and more stress is being placed on the rights of the 
individual. Any period of intra or international conflict produces a 
revival of discussion of individual rights and freedoms. Politically such 
material always has certain value and a great deal in an election year. 


In the home and in the school the child is being raised and educated 
with an increasing emphasis on his individuality. The need for develop- 
ing him to the limit of his capacities and on the basis of his own interests 
and wants is being increasingly stressed. The old principles of strict 
discipline and close direction have been replaced by ones of tolerance, 
freedom and guidance. 


Advances in psychology and psychiatry have also tended to emphasize 
the individual and the need for approaching his problems on the basis of 
individual causes. 


The result is a worker who requires from his work, recognition of 
his worth, a minimum of autocratic treatment, and indications from man- 
agement that his individual desires and needs are recognized and that the 
treatment accorded him is on that basis. Time devoted to argument on 
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the rightness or wrongness of this is wasted. It is a practical state of 
affairs that faces management. It is not a condition that may occur but 
one that must be appreciated and today’s policies must be shaped by that 
fact. 


Importance of Social Factors and Forces in the Work Environment 

A field whose horizons cannot yet be seen or appreciated has been 
opened through the researches co-ordinated and directed by the Elton 
Mayo’s Department of Industrial Research at the Harvard School of 
Business Administration. 


Perhaps the most significant of these researches is the “Hawthorne 
Experiment.” This research has been so frequently referred to and 
described in articles in a variety of publications that its outline need not 
be repeated. 


The full significance of Hawthorne and other researches which con- 
firmed and expanded its hypotheses are difficult to assess at this time, but 
certain conclusions stand out and can serve as a basis for discussion, 
policy and further research. 


The value and validity of many previous researches considered 
“classical” is thrown into considerable doubt. Those of Taylor and the 
Gilbreths in America, and of the Industrial Fatigue Research Board in 
England, as well as many others must be interpreted cautiously and with 
many reservations. In Hawthorne we have research, more comprehensive 
and more carefully conducted than any previous, that attained results 
which can only be understood through a different outlook and approach 
than is held by any previous investigators. This outlook is one that 
should throw new light on many current problems. 


The complexity of these problems and the inadequacy of the usual 
scientific approach make it necessary to search for new methods that will 
enable us to study the problems without altering the situation. As soon 
as we try to deal with human problems from the standpoint of the 
methods of the physical scieuces, i.e. isolating a problem, varying the 
factors one by one while holding all the others constant, we create a new 
situation. Also many of the significant factors will be so interrelated and 
interdependent that they cannot be separated. 


The extent to which the worker is adjusted to the working group he 
is in and the extent to which he derives social satisfactions from that 
group relationship is of vital importance to his overall adjustment to his 
work. 
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The influence of these informal social groups on the worker's 
attitude and behaviour is great. All sorts of obvious and subtle group 
pressures have a marked effect on the individual’s production. These 
informal groups were found in many instances to have a greater effect on 
the worker's output than did natural ability, degree of skill, money 
incentives or any of the commonly accepted bases of motivation. 


Often, too, the significant leadership came from the worker-created 
informal group rather than the management-created formal group. In 
other words, management's organizational structure was often rivalled or 
surpassed in effectiveness by the social forces exerted through groups 
whose existence management did not even realize. 


The lesson for management emerges as the need to recognize these 
social factors and the importance of informal groups in forming attitudes 
and behaviour. From the recognition of the importance should come 
action designed to remove conflict between management's objectives and 
those of the workers and to direct both toward the same goals. 


One of the basic problems is how to free existing and create new 
channels of communication through an organizational structure. Those 
channels extending downward through the organization are freer than 
others but even here management’s objectives and reasoning do not 
always reach the worker. Those extending upward need improvement if 
management is to receive essential information on worker reactions. 
Those extending horizontally need improvement if various departments 
within the organization are to work together in harmony. 


Professor MacLeod, Professor of Psychology at McGill University, 
has expressed it, “The central problem in labour relations is improving 
channels of communication between groups with immediately conflicting 
but ultimately common interests.” 


The Hawthorne solution for some of these problems of communica- 
tion, the Interviewing Plan, may not be ideal but has been assessed as 
being of great value by the researchers and also by the Western Electric 
management. A promising field for application of the Hawthorne inter- 
viewing techniques is by training of line supervisors in these methods. 


Human Relations Viewpoint 

Many of the things discussed above have led progressive manage- 
ments to adopt what can be termed a Human Relations Viewpoint. There 
are numerous implications to this but it rests on the conviction that only 
through improved human relationships within industry can production be 
improved. Only through full and willing participation by the lowest 
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levels in the organization can maximum results be obtained. Thus a 
humane and intelligent approach to the worker and his problems is not 
a matter either of charity or softness, but good business. 


The problems in the field of human relations must be approached 
with an open mind and a scientific outlook. Causes must be found and 
the action taken must relate to the cause rather than to what has been the 
traditional way of dealing with the condition. 


Many of the causes and solutions will necessitate an understanding 
of fundamental principles of behaviour—individual and group. Training 
supervisory people at a “what to do—what not to do” level has been 
inadequate, and has not produced sufficient background to deal with 
situations which are similar in appearance but which differ in origin. The 
approach of training in fundamental principles of behaviour and the 
background of current problems has been found to produce improved 
supervision and improved employee relations. The resultant improvement 
in loyalty and cooperation by employees has meant improved overall 
results. 


In conclusion, personnel is a young branch of management. It has 
arisen because of the way technological advances have far outdistanced 
our ability to handle the human problems in a complex industrial society. 


The work in the field has been characterized by changes in response to 
existing problems, but often the solutions have been too little and too 
late. The use of foresight and anticipation of changing conditions which 
characterize all other phases of efficient business have been notably 
lacking. 


Industry cannot be condemned for this for the same lag has been 
present in every institution concerned with people. In part, it is due to 
the youth and inadequacy of the social sciences. 

Certain needs stand out for the future. 

i. Recognition by management of the problems and their origins. 

2. A greater willingness to use methods and techniques that have 

proven worthy of trial through successful application elsewhere. 

3. A willingness to spend money on research in this field. The 

problems are easily recognizable but solutions can only be found 
through research that involves a great deal of time and energy. 


Many companies carry out and contribute generously to institutions 
carrying out research in the physical sciences but as yet too little has been 
done in the social sciences where as great a need exists. Without such 
research progress will be too slow and the solutions may come too late. 
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SOME OBSERVATIONS FROM THE IVORY TOWER 
By R. PARKER EASTWOOD 


HE “Ivory Tower” has long been the symbol of intellectual isolation- 
ism. The term is associated with a place set apart from the world of 
practical problems to provide a refuge wherein college professors may 
escape reality. In some quarters the academic man has been regarded as 
either so indifferent or so incompetent that he hides away from his 
fellowmen using asceticism to cover up his infirmities. At best he may be 
tolerated as an impractical theorist and dreamer who lacks the vitality to 
put his idealism to the test of practice. 


Whereas our colleges and universities undoubtedly do provide an 
escape for a few intellectual hermits, there is quite a different purpose to 
which the ivory tower can and should be put. Every privilege tends to 
carry with it an offsetting responsibility. The dweller within the ivory 
tower does enjoy privileges which the man in industry often lacks. For 
example, the college professor has no pay roll to meet, no labor troubles 
to hold up his intellectual activities, no inventories to become obsolete, 
no advertising to worry about and seldom, if ever, any dead line that he 
really has to meet. If he is a little tardy in meeting his engagements and 
his obligations those whom his tardiness may inconvenience generally 
forgive. They tolerantly charge his lateness to absent-mindedness which 
is a characteristic that is assumed to go with the ivory tower. When he 
wants some information about business affairs, he will frequently receive 
help where others will be denied. 


If the dweller in the ivory tower has all of these fine privileges, what 
then are his responsibilities? What can industry rightfully expect from 
him in return for all these emoluments of office? The ivory tower should 
be regarded not as a refuge from reality, but rather as a vantage point 
from which both the antiquary and the prophet may look both to the past 
and to the future. This study of the past provides the perspective from 
which present trends may be appraised. To understand these trends, to 
evaluate them, to estimate their future course and when occasion arises to 
give warning as danger signs appear on the horizon are among the 
responsibilities and obligations of the academic man who has withdrawn 
to his ivory tower. He goes there not to close and bar the door behind 
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him but rather to climb the stairs that lead to the observation windows. 
From these he may look out upon the world of practical affairs and see 
those things that persons engaged in industry often do not see. 


Some Observations from The Tower 

First there is a trend toward a closer relationship between industry 
and education. The university may be a place of ivory towers but to one 
who happens to teach in a school of business, the bars from the windows 
are gone and the moat around the tower is graded full. Scarcely a week 
passes but that the office of the college teacher of business is approached 
by some representative of business who has a problem upon which he 
wants some advice and possibly some research done. This is particularly 
true if the university is located in a metropolitan community. (When I 
first began to teach I was much concerned about my lack of contact with 
practical business problems. I see now that I need not have been con- 
cerned. The contacts develop more rapidly sometimes than you care to 
have them.) 


In addition to these personal contacts between faculty and business 
men that develop in the natural course of events, there has grown up in 
recent years the business counterpart of our agricultural short ‘courses 
given by our colleges of agriculture. These short service courses’ for 
people in industry and commerce provide a type of education that will 
do much to reduce the tremendous economic waste incident to business 
failures. Over the years there will be a decided upward trend in the level 
of business competence among both large and small enterprises. 


Another bit of evidence pointing to a closer tie between education 
and business is afforded by the substantial exodus of college teachers 
during the war and after to take positions with war agencies and business 
enterprises. Many in the profession have arranged for part-time work in 
industry while still maintaining their academic connections. 


This trend toward a closer relationship will be beneficial provided 
it is not overdone. There must be those within the ivory towers who still 
have time for taking thought. Their minds must be left as free as possible 
from entangling alliances that might prejudice them in favor or against 
those social and economic trends which they attempt to appraise. Above 
all, those who teach the principles of science must not trade upon the 
good name of science. If they permit themselves and the name of science 
to be used in non-scientific ways to provide advertising copy and snappy 
selling slogans that may be only half truths, they will all end up with 





tThe Department of Business Administration conducted a “Management Training Course” 
for executive personnel from August 16 to September 10, 1948. 
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hands and faces so dirty that neither science nor business would care to 
claim them. Witness the headline in an influential metropolitan daily 
newspaper which concentrates much of its fire power on this problem. In 
bold letters the headline states “Scientists Huff and Puff for (a popular 
brand) Cigarettes”. Then follows a somewhat disillusioning account of 
college professors selling their services to two competing tobacco com- 
panies to support contradictory evidence. 


Regardless of whether they approve of the trend toward a closer 
relationship between the processes of business and the processes of educa- 
tion, both business men and educators must be constantly alert lest 
science become so much the servant of business that it ceases to provide 
that objectivity which is the priceless ingredient of all scientific work. 


The Trend Toward Economic and Social Consciousness 

A second trend that is clearly discernible is the better coordination of 
the activities of the business enterprise with the general economy. One 
might call it a trend toward a greater consciousness of economic and 
social unity on the part of business men generally. In recent years there 
has been a veritable epidemic of “public relationitis”. Business concerns 
have established public relations departments and hired public relations 
experts to sell the company to the general public. All too often the public 
relations expert concentrates his entire efforts on dressing up the package 
rather than on improving the basic product. Major changes in the com- 
pany and its policies may be necessary before any public relations expert 
can do an honest selling job. 


The natural counterpart of public relations which is the explanation 
of business to the outside world is news reporting or the interpretation of 
the outside world to business. News reporting services have sprouted up 
like mushrooms in the night to provide business men with the latest news 
from their country’s capital. Some of these agencies concentrate on 
national news, others make the international scene their specialty. The 
fundamental purpose back of all of them is that of condensing within a 
brief space the news from a great variety: of sources so that the busy 
executive will have what knowledge he needs of national and inter- 
national events to direct his daily business affairs. 


Another activity that points to a growing consciousness of economic 
and social unity is that undertaken by U.S. Bureau of Foreign and 
Domestic Commerce in regularly reporting national income and its 
systematic analysis of such income. By correlating the annual sales in 
each of a long series of industries to the national income the Bureau has 
done much to impress upon the individual business entrepreneur how 
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definitely his welfare and the welfare of his industry are related to the 
total national economy. 


Among other “straws in the wind” indicating this general drift 
toward an awareness of our economic unity are: the enactment of full- 
employment legislation, the creation of special boards such as the 
Economic Council to the President which is a board of advisors on econ- 
omic affairs, the cooperative efforts of business men applied to the larger 
economic problems such as those dealt with by the Committee on 
Economic Development, the study of the cyclical positions of industry in 
relation to all industry as provided for under special sections of some of 
the recent revenue acts. Even the unfortunate occurrences have contrib- 
uted their full share to this consciousness of economic unity. I refer to 
the series of labour difficulties in United States and Canada that have 
served to give all of us a simple object lesson in economics. The economic 
axiom that you cannot consume unless you first produce is being forced 
in upon our reluctant minds. 


Co-ordination of Business Functions 

A third trend that may be observed as taking place within the busi- 
ness enterprise itself is that of a better coordination of the basic functions. 
There is a parallel here with a development in the field of medicine. At 
first came the country doctor who could treat his patients for every ill to 
which human fiesh was heir. Then followed a period of specialization 
in medicine during which doctors devoted their time to learning more 
and more about an ever diminishing area of human anatomy. Eventually 
the need was sensed for a medical clinic that would provide expertness 
without violating the essential unity of the human organism. 


In the programs of business education we are witnessing something 
analogous to this evolutionary process. Educators in the field of business 
are becoming aware that it is not enough to train persons solely as 
accountants, statisticians, office managers, production managers, etc. 
There must be people trained for the coordination of business functions. 


This same trend is evident in the changes taking place among busi- 
ness consulting firms. Not only has there been a great increase in the 
number of general management consultants but there has been a definite 
tendency for the specialists to draw into one firm a great variety of 
talents. Public accountants have gone into marketing research and indus- 
trial survey work. Industrial engineers have taken up cost accounting and 
price analysis. To perform such varied functions these specialists 
cooperate under a single management so they may treat all the ills to 
which a business enterprise is subject. 











3 


ww ) OD) VY 


~~ oS hURhlhhUhD 





Some Observations from the Ivory Tower 185 


Additional evidences of this trend toward treating the business 
enterprise as an integrated unit are to be found in the growth of budgetary 
control and the use of the budget committee as a coordinating agent. The 
work of the industrial relations departments which has heretofore been 
so sadly neglected is belatedly receiving more careful consideration. What 
the working man in the factory thinks about the men in the front office 
is far more important for management to know than what management 
thinks and knows about the men in the factory. Finding out what goes 
inside the other person’s mind is not easy. It calls for the combined 
talents of sociologist, psychologist and market analyst. 


The periodic statements rendered by many leading companies reflect 
this general integrating process. No longer are they statements solely of 
financial condition. Many annual reports undertake to give a review of 
all aspects of management including a general business summary couched 
in non-technical language. Some of these have been directed specifically 
toward the workers as a device making for improved industrial relations. 


Within the business enterprise itself no function is more dynamic 
than that of distribution. Two trends here are of considerable interest. 
The first of these is the trend toward a critical appraisal and assessment 
of the costs of distribution. Within recent years several large volumes 
have appeared dealing with this highly controversial topic, Neil Borden's 
Economics of Advertising, the Twentieth Century Fund study Does 
Distribution Cost Too Much? and a series of bulletins prepared by the 
United States Federal Trade Commission. In addition to these a great 
many magazine articles have been written by both the defenders and the 
attackers of present distribution costs. 


There is need here of light and more light. Too often the facts are 
gathered to support a position that has already been taken. Understand- 
ing could be provided through a historical study of those economic and 
social forces that have contributed to the present costs of distribution. 
Also there is need of critical appraisal of costs by product lines since 
many significant deviations may lurk behind a statistical average. The 
most urgent need of all would seem to be that of getting the best possible 
product to the consumer at the lowest possible cost. If industry can attain 
this objective it need not be much concerned about what proportion of 
the cost is distribution expense. The question of what part of the con- 
sumers’ dollar goes for distribution is of secondary economic importance 
if consumers generally gain through getting better goods at lower prices. 


Use of Statistical Controls 
The increasing use of machinery in production has given rise to an 
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increased opportunity of choice for the consumer and a decreased area 
for personal judgment and choice for management. Hunches and shrewd 
guesses have had to give ground to the gradual development of research 
and statistical methods. Whereas statistics do not render executive judg- 
ment an outworn appendage of the human mind, they do remove the 
necessity of manager guessing where guessing is not the way to do it. By 
eliminating unnecessary guesswork they serve to elevate judgment to a 
higher plane. 


The increasing hazards of wrong predictions have forced business 
men to get facts and to analyze them. The experiences of business men 
before such government agencies as our Federal Trade Commission and 
our Office of Price Administration have shown them that facts properly 
collected and analyzed are far more eloquent than oratory in winning 
favorable decisions. This gradual trend toward the larger use of figure 
facts is one that will continue unabated for the future. All of the trends 
previously discussed make this one imperative since research and statistics 
provide the communication facilities on the basis of which a greater unity 
of economic effort is achieved. 




















ARREARAGE IN INSTALLMENT SELLING 
By ERWIN L. LINN 


[ss article reports a study made in 1941 of arrearage in payments on 

consumer-credit accounts. The purpose of this research was to formu- 
late a prediction pointing system with which to judge credit risk. The 
customer was requested to answer a series of questions on an application 
blank. He was then allowed to buy merchandise regardless of indications 
as to good or bad credit risk. Six months later the accounts were analyzed 
as to arrearage. From the results of this study, points were assigned to 
various answers to the questions asked and all future customers were 
considered as good or bad credit risks according to the total points 
assigned. Seventeen factors were investigated. Only four will be dis- 
cussed in this article. These four were considered most likely to measure 
character or willingness to pay. The study suggested that whereas 
economic circumstances are important, they are not sufficient to explain 
payment of bills. 


I. The Study 

Over 20,000 persons living all over the United States were allowed 
to buy from a Chicago, Illinois company in March, 1940. All contact 
between the company and customer was by mail. Credit risks assumed 
establish a sample unbiased by earlier company policies. Yet, some con- 





1The seventeen factors investigated were as follows: 

1. Number of dependent children. 

2. Number of rooms. 

3. Years employed at present job. 

4. Years at previous employment. 

5. Life insurance. Time payment account with other company. 

6. Reference: bank or business house preferred. 

7. Merchandise bought on first order. 

8. Race: white or colored. 

9. Length of time at present address. 

10. Age. 

11. Tenure of residence. 

12. Not answering questions. 

13. Misstatements. 

14. Marital status. 

15. Occupation. 

16. Present weekly earnings. 

17. Amount of other weekly income (if any). 
For detailed consideration of the original study see: 
Erwin L. Linn, “Prediction of Arrearage in Instalment Selling” (University of Chicago 
Master's thesis, 1942). 
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poor from the standpoint of previous company policies were accepted to 
siderations permanent in business operation limited the sample. Conse- 
quently only employed wage earners were accepted; farm hands were 
included though other types of farmers were not; and nearly all cases 
were over 21 years old. Persons under 21, employed, and having their 
parents’ consent, were accepted. This test group of customers were sold 
all types of merchandise ranging from luxuries to household goods and 
clothing. 


Before being sold the customer was sent a questionaire printed on a 
card small enough to be inserted in an ordinary sized envelope. The 
questions asked referred to the husband, in case of families. Those dis- 
cussed in the following pages were as follows: 


What is your age? 

How long have you lived at present address? 

Do you own your home? _— Rent? Board at Home? 
Board outside? 

Are you married? 


Since answers to the questions were to be pointed and then used in 
total to predict acceptability of accounts, some minimum number of 
questions would be necessary in ordinary business operations. Therefore, 
all persons had to answer at least five questions (see footnote 1, page 1, 
for all factors considered) including that as to income before being 
allowed to buy from the company. If less than five questions were 
answered the customer was written to and answers to the rest of the 
questions were requested. 


Orders were restricted in size on the basis of weekly income. Each 
person buying was required to make monthly payments on his bill. 
Additional orders were accepted only if the account was up to date in 
payments. 


All cases were divided into two groups: those living in what is 
described as North Territory, and those living in South Territory. No 
customers resided in the states of Oregon, Washington, Nevada, and 
California because of increased postal zone charges and consequent com- 
pany policy not to accept such accounts. South Territory coincided in the 
main with Alabama, Florida, Georgia, Kentucky, Louisiana, Maryland, 
Missouri, Mississippi, North Carolina, Oklahoma, South Carolina, 
Tennessee, Texas, Virginia and West Virginia. In addition to these 
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states, this division into North and South cut state boundaries. For 
example, the southern tip of Illinois was included in the South Territory. 
This territory classification resulted from an August 1939 survey of the 
company’s complete files. The survey disclosed that certain regions were 
characterized by such a high proportion of accounts becoming delinquent 
in payments that special handling was needed. Such regions for the most 
part included what is herein described as South Territory. 


Il. Criterion of Arrearage 


Six months after March 1940 the accounts were checked to determine 
whether the monthly payment was being made. A person was considered 
to be in arrears when he had missed one or more payments since the 
opening of the account, and had not yet paid it. For the breakdowns of 
various factors the percentage of cases having missed one or more pay- 
ments out of total accounts are labelled “% Arrears” in the tables. 


Ill. Character Factors Associated with Arrearage 


Two general conditions can be assumed to underlie payment of bills. 
One is economic: the capacity to pay; the second, character or willing- 
ness to pay. Such dichotomization is crude. To illustrate: length of time 
at present address does not seem to have any direct relation to capacity to 
pay. Nevertheless, a short time at present address might reflect changes 
in employment, the latter having economic consequences. On the other 
hand, some of the factors appear to measure directly capacity to pay. 
Until further research makes possible a clearer exposition of what is 
measured by such factors originally used in the prediction study, it is 
necessary to include as character those factors which do not measure 
directly capacity to pay. As already stated, only those variables consid- 
ered as measurement of character are discussed in this article. 


Age 


Age has a sharp steady inverse correlation with arrearage in both 
North and South Territory. Older age groups are clearly better credit 
risks than younger age groups. The range between the lowest and the 
highest arrearage percentages was the largest for any of the 17 variables 
that were studied. In the North, the range is 42.6%; in the South it is 
36.4%. Age alone makes an excellent prediction scale of arrearage. 
Unfortunately, over 50% of the cases are between 21 and 40 years old. 
Thus, for the largest group of customers age does not distinguish 
between good and bad credit risks. (See Table I.) 
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TABLE I 
Percentage of Cases in Arrears by Age of Customer 
Age North Territory South Territory All 
Number of Number of Number of 
Accounts [% Arrears Accounts [Q% Arrears Accounts Y% Arrears 

Under 21 170 55.9 157 65.0 327 60.2 
21-29 4701 47.2 2937 56.5 7638 50.8 
30 - 39 3960 40.6 2175 51.0 6135 44.3 
40 - 49 2726 39.7 1211 48.4 3937 42.4 
50 - 59 1218 35.6 436 43.3 1654 > Ry 
60 - 69 377 26.0 107 32.7 484 ai 
70 and Over 75 13.3 14 28.6 89 15.7 
Not Answered 54 42.6 55 56.4 109 49.5 
Total 13281 41.9 7092 52.4 20373 45.6 


There is little reason to assume that as age increases there is greater 
security from economic dislocations. Age and years employed are associ- 
ated.2 From this association we can infer some increasing economic 
security (not necessarily increasing income) with increasing age. But 
this inference must be qualifed by consideration of the correlation of 
years employed at present job and arrearage. Years employed at present 
job and arrearage are inversely related up to 20 years at present job. After 
that arrearage increases with increasing years at present job.’ If years at 
present job indicates economic security we would expect years employed 
at present job to be negatively correlated after 20 years at present job as 
well as before. It seems reasonable to conclude that increasing economic 
security with increasing age because of increasing years at present job 
does not necessarily explain the relation of age and arrearage. 


Age and number of dependent children could be expected to be 
positively associated. The consequent greater number of dependents 
would be a greater economic liability.* Number of dependent children 
was positively associated with arrearage. As a result it operates contrary 
to the inverse relation of age and arrearage. On the other hand, the 





2For a sample of 7,028 North Territory customers, the zero-order correlation coefficient 
between years employed at present job and age was .4. If a more homogenous group of 
cases was taken, i.e. all cases in a given city, the coefficient varied. In one case it was as 
high as .7. 

3Years employed at present job is not discussed in detail in this article, nor is the table 
showing arrearage for breakdowns of this factor presented. 

4Similarly data are not presented in this article as to number of dependent children. In the 
original study an increasing proportion of customers in arrears was found as number of 
children increased, though the trend was not consistent 
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expected result is an increasing number of dependent children up to a 
certain age group; then as the children become old enough to be 
independent, the number of children would decrease as age of customer 
decreased. This is the case (see Table II). 


TABLE II 


Average Number of Dependent Children by Age of Customer 
Average Number of Dependent Children 


Age North Territory South Territory 
Under 21 0.6 0.6 
21 - 30 0.7 0.8 
31 - 39 1.8 1.9 
40 - 49 2.1 2.2 
50 - 59 1.5 1.9 
60 - 69 0.8 1.2 
70 and Over 0.2 0.9 


The decrease in dependent children per customer 50 years of age and 
older suggests that such customers might be now, in turn, supported to 
some extent by their children. Yet it does not seem credible that this 
would account for the low arrearage of the oldest customers. Besides, for 
those under 50 years of age, the average number of dependent children 
increases as age increases but arrearage decreases as age increases. 


It can be concluded that economic circumstances do not account for 
the inverse relation of age and arrearage. Increasing stability in life 
career, less mobility, and established habits are likely causes of the rela- 
tion of age and arrearage.” 


Length of Time at Present Address 

In North Territory (see Table III) similar to years employed at 
present job, length of time at present address is inversely related to 
arrearage for breakdowns up to the interval 20 to 24 years. No plausible 
reason for the proportion in arrears increasing after 20 years at present 
address can be presumed, unless we can say that the person is more likely 
to have decreased income after 20 years at present address. 





5 Additional support to this view is the relation of age to parole and to embezzlement pre- 
diction. E. Redden, “Embezzlement: A Study of One Kind of Criminal Behavior with 
Prediction Tables Based on Fidelity Insurance Records” (University of Chicago PhD thesis, 
1939), p. 84: “Clearly this study shows that the young adult period, 25-35 years, is the 
greatest risk period for embezzlement.” Cf. E. W. Burgess et al. 

Parole and the Indeterminate Sentences: A Report to the Hon. Hinton G. Claybaugh (Chicago: 
Parole Board of Illinois 1928, Part IV) p. 231: “The youngest and the oldest parolees have 
the lowest violation rates.” 
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TABLE Ill 

Percentage of Cases in Arrears by Length of Time at Present Address 

Length of North Territory South Territory All 
Time at Persent Number of Number of Number of 

Address Accounts YQ Arrears Accounts Y% Arrears Accounts YQ Arrears 
Under 6 Mths. 947 46.0 447 52.3 1394 48.1 
6 Mths. - 1 Yr. 1949 45.8 777 53.8 2726 48.1 
2-5 Years 4585 41.1 1895 48.8 6480 43.3 
6-9 Years 1255 $7.5 591 49.1 1846 41.2 
10-14 Years 1002 35.1 525 50.1 1527 40.3 
15-19 Years 662 32.5 324 $2.5 986 39.0 
20 - 24 Years 616 36.7 413 $2.1 1029 42.9 
25 Yrs.and Over 581 38.9 614 49.2 1195 44.2 
Not Asked 1195 43.3 1189 55.1 2384 49.2 
Not Answered 489 71.0 317 76.3 806 73.4 

Total 13281 41.9 7092 52.4 20373 45.6 


No relation between years at present address and arrearage is in 
evidence for South Territory. Except for the difference between the 6 
month to 1 year interval and the 2 to 5 years interval, all successive dif- 
ferences can be attributed to sampling errors. 


If years at present address measures mobility, mobility appears to be 
an index of arrearage in the North but not in the South. However, other 
variables—years employed at present job, years employed at previous job, 
and years in present town°— which also measure mobility, showed some 
relation with arrearage for North Territory but little for South Territory. 
Therefore it seems more probable that our South Territory classification 
of these factors is not as regularly associated with arrearage as North 
Territory because the former has included a more heterogeneous group 
of customers. 


Residence 

Both North and South Territory home-owners are the best credit 
risks. In both territories boarders are the worse risks, though for some 
reason the South Territory customer who boards at home is more likely 
to be in arrears than the person boarding outside. (See Table IV.) 





6See Linn, op. cit. 
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TABLE IV 
Percentage of Cases in Arrears by Tenure of Residence 
Residence North Territory South Territory All 
Number of Number of Number of 
Accounts YQ Arrears Accounts Y% Arrears Accounts Q% Arrears 

Own 3520 34.5 1913 48.2 5433 39.4 
Rent 7444 43.1 3687 52.0 11131 46.0 
Board at Home 1111 50.1 893 60.7 2004 54.8 
Board Outside 928 51.0 426 56.8 1354 52.8 
Not Answered 302 42.4 195 55.4 497 47.5 

Total 13305 41.9 7114 5§2.5 20419 45.6 


The home-owner is usually considered to have settled permanently 
in the community and to be a person whose outlook is one of conserva- 
tion. The renter and boarder groups are less settled and show more 
mobility. The relation of residence to arrearage substantiates this gener- 
alized conception of the implication of tenure of residenice. 


Marital Status 

Married customers are the best credit risks for marital status classifi- 
cations. Economic circumstances alone could not account for this. In 
fact, the married person has more dependents than the single person and 
number of dependent children is positively associated with arrearage. In 
general, other studies show that the married man has a considerably 
lower death rate than have either the single, widowed, or divorced; and 
married men are less likely to be criminals.’ In such studies attention has 
been called to the better adaptation to life and greater regularity of living 
among the married. 


Single women are less likely to be in arrears than single men. It 
cannot be claimed that single women have better economic status than 
single men. In fact, there is no evidence that single women are less likely 
to lose their jobs, have accidents, be ill* or suffer a death in their families 
than has a single man. All of these are possible reasons for being in 
arrears in payments. Again we must presume a greater regularity of living 





7Married men are less likely to be criminals, although as Miss Reed states (op. cit. p. 86), 
“three times as many married men as single are embezzlers” in contrast to lower commitment 
rate to prison of married males. Miss Redden cites this information from the U.S. Bureau of 
the Census,, Fifeenth Census of the United States; 930, Abstract, p. 335. 

For a discussion of death rates see Warren Thompson, Population Problems (New York and 
London: McGraw-Hill Book Co., Inc., 1935), p. 95. 

8As far as illness is concerned the curve of good health is higher for men than for women 
(cf. U.S. Natural Resources Committee, The Problems of a Changing Population (Washington: 

Government Printing Office, 1938, p. 166. 
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or a more rigid adherence to a norm which makes the paying of bills 
more likely. 


TABLE V 
Percentage of Cases in Arrears by Marital Status 
Marital Status North Territory South Territory All 
Number of Number of Number of 
Accounts Q% Arrears Accounts 9% Arrears Accounts Y% Arrears 

Married? 10982 39.8 5753 51.0 16735 43.7 
Single Girl? 882 48.0 519 57.4 1401 51.5 
Single Man? 1375 54.4 796 60.4 2171 56.6 
Not Answered 66 53.0 46 41.3 112 48.2 

Total 13305 41.9 7114 52.5 20419 45.6 


lIncludes those widowed. 
2Includes those divorced or separated. 











WORKING CAPITAL CHANGES OF CANADIAN 
CORPORATIONS, 1936 - 1945 
By W. ROBERT BEACOM 


VER the period 1936-45 Canadian corporations faced a rapidly 
O changing business situation. From the comparative quiet of the 
middle thirties, with the stagnation of the great depression just wearing 
off, business sprang to full capacity with the coming of war. But with 
increased volume came increased costs and wages, higher prices and a 
general increase in taxes. Furthermore, industry had to contend with 
shortages of material and manpower and the lowered quality of both 
these factors which always accompanies a shortage. The 1945 balance 
sheets show the position of corporations just as they wound up war pro- 
duction, or were in the process of reconversion, before the influence of 
postwar production was felt. 


What happened to the current items on corporation balance sheets 
as a result of these changes, and why? Did Canadian companies in gen- 
eral acquire hoards of liquid cash and government bonds? How do 1945 
current and quick ratios compare with those of 1936? Did inventories 
grow heavy enough to be dangerous in event of a sudden business reces- 
sion? Did taxes and the accumulation of inventory necessitate a heavy 
increase in current liabilities or floating debt? In short, as these things 
are indicated by reference to working capital, did Canadian corporations 
improve their current position during the war? How well prepared are 
they to make postwar renovations? Finally, how great is their resistance 
to a possible postwar recession ? 


This study involves only Canadian industrial corporations whose 
statements are published. Attention is confined almost entirely to the 
current items (current assets and current liabilities) on the balance sheet, 
working capital and its components. Examination of the current items in 
1936 and 1945 points out the changes and trends. These changes are 
explained not only in terms of the changed size and proportion of the 
current items but by reference to changes in the casual factors, price, 
volume and profits. 
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DEFINITION OF TERMS: 
Working Capital — current assets less current liabilities 





Current Ratio —-total current assets 
total current liabilities 
Quick Ratio —cash, government bonds and receivables 





total current liabilities 


The definition of quick assets being used here in the calculation of 
the quick ratio is not quite so broad as is frequently used. Marketable 
securities, other than government bonds and call loans, have been elimi- 
nated. It was felt that any accurate measurement of the liquidity of these 
securities was lacking. Like inventories their values are subject to realiza- 
tion and heavy shrinkage in dollar values might occur in event of a 
business recession. For this reason ali but the most liquid securities have 
been dropped from the computation of the quick ratio. 


Current Assets 
Current assets for the purpose of this study are defined as including 
the following items: 
1. cash, government bonds and call loans 
2. accounts and notes receivable from customers and employees 
3. inventories—at lower of cost or market 
4, marketable investments—at lower of cost or market if data 
available, deposits and cash surrender value of life insurance 
policies 


Current Liabilities 
Current liabilities are defined as including the following: 
1. accounts and notes payable 


2. accrued wages and expenses 

3. demand loans 

4. dividends declared and payable, interest accrued or payable 

5. taxes payable and reserves for taxes against operations of 
completed fiscal periods 

6. other reserves for liabilities which have been incurred but 


remain doubtful as to amount 

7. serial bonds and small mortgages due within the next oper- 
ating period, which are to be paid out of current assets 

(In one case the amount currently due a pension fund) 


The banker’s criteria for minimum ratios: 
(a) current ratio - 2:1 
(b) quick ratio - 1:1 
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Several references will be made to these standards during the study. 
It is realized that they are only rough guides and that the adequacy of the 
figures set varies according to the circumstances of the particul industry 
or firm. 


The study employs three yardsticks of working capital strength: 
1. the ratios, current and quick 
2. size of current assets and working capital 
3. liquidity —the percentage of current assets in the form of 
cash and receivables. 


Types of Companies Examined 

Obviously the proper basis for such a study would be balance sheet 
statistics for a large number of representative Canadian corporations cov- 
ering the two years to be compared, the statistics themselves comparable 
between years and among companies and grouped: according to the 
balance sheet division specified above. 


It was apparent from the start that it would be physically impossible 
to examine all Canadian industry. Therefore, several industrial groups 
considered nonpertinent have been eliminated and from the remainder 
statistics of all major firms (over one million dollars total assets) for 
which comparable balance sheets were readily available for the years 1936 
and 1945 have been used. 


Utilities were one major group eliminated. It was felt that a working 
capital study of this group would not be nearly so valuable as a similar 
study of industrial and trading concerns. Construction was not consid- 
ered because its operations move on a somewhat different cycle than 
other businesses. Oil, one of the smaller groups left out, has relatively 
stable operations. 


The six groups finally used were the following: 
1. 19 pulp and paper companies 
2. 36 iron and steel firms including some machinery and 
appliance manufacturers 
3. 20 textile companies including producers of industrial 
fabrics and makers of finished consumer goods 
. 16 foodstuffs firms, producers and processers of all kinds 
5. 13 beverage companies, distillers, brewers and one soft 
drink company. 
6. 13 merchandising companies, wholesaling or retailing 
consumer goods. 
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Difficulties were experienced in getting a large sample of companies 
in any one group from the source material, The Financial Post Survey of 
Corporate Securities. Numerous firms, important in their fields today, did 
not publish comparable balance sheets in 1936. Some others have gone 
through re-organization or amalgamation since that date. Small corpora- 
tions have grown up. Private ones have sold their stock on the open 
market and started publishing their statements. There was a lack of 
standardization among the different corporations in the presentation of 
their balance sheets. One place where this was particularly noticeable 
was in the presentation of investments. 


The corporations chosen are not the only ones in their fields. How- 
ever, it is a fairly safe assumption that they include the most important 
public corporations and are numerous enough to make up a fair sample. 


After the figures for individual corporations were tabulated, sum- 
maries were drawn off from each industry and used as the basis for 
studies of that particular industry. The figures from these summaries 
were in turn totalled and analyzed in an attempt to set up an over-all 
standard. 


In interpreting the figures it was recognized that different percent- 
ages of the various items were peculiar to each group. Factors such as 
the degree of integration, the extent of seasonal influence on operations, 
and the length of the production process typical in a particular industry 
decide the proportion of inventory and cash most advantageous. 


Causes of Working Capital Changes 

Aside from the positions shown by the current portion of the balance 
sheet several extraneous factors should be kept in mind for an accurate 
interpretation. The change in business volume has necessitated different 
amounts of working capital. Price changes, price movements in general, 
and of the particular commodities being handled, change the meaning of 
balance sheet dollar figures. Furthermore, profits or losses over the 
intervening years and the amount of these profits ploughed back into the 
corporations have influenced the liquidity which these companies could 
enjoy in 1945. These factors will each be considered separately below, 
and reference will be made to them in studying each industry group. 


Volume of Business 
The Dominion Bureau of Statistics provides current business indices 
for various types of business activities expressed as percentages of the 
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1935-39 averages. For December 1945 indices pertinent to our study are 


as follows:' 


Wood and Paper 


Newsprint 


Iron and Steel 


Textiles 


Food Stores 
Retail Merchandise Sales Value 


Dept. Store Index of Value 


134.5 
114.0 
341.9 
126.1 
189.8 
187.4 
174.4 


Another approach to the subject of expanding business volume is a 
comparison of railway freight handled in the two years. 


We can use these figures as an index to the machinery business 
(under our heading Iron and Steel) for which no other business index is 


available. 


Castings, machinery and boilers 
Agricultural implements and 
vehicles other than automobiles 


Railway Freight Loaded (in tons)? 


Autos and trucks 
Total tons carried 


(all rlwys) 


Dec. ’45 
18,022 


17,274 
42,168 


13,592,000 


Dec. '36 
6,006 


5,304 
28,585 


7,052,000 


Index* 


300.0 


325.7 
147.5 


192.7 


The industry which stands out in terms of increased volume is Iron 
and Steel and its products. Volume of business in that field tripled. 
There was also a large increase in the sale of consumer goods. Retail 
merchandise sales value increased 87%. Other divisions show a moderate 
increase in volume. The proportionately smaller increase in newsprint 
than in wood and paper in general reflects the marked increase in con- 
struction and the use of pulp for cartons, wallboard and products other 
than newsprint. Thus the shortage of newsprint would appear rather the 
result of increased competition for the raw pulp than of just a greatly 


increased demand for newsprint. 


The generally doubled volume of business suggests the need for at 
least some expansion in corporation cash and inventories and in current 
liabilities or working capital to finance them. 





1 Monthly Review of Business Statistics; Dominion Bureau of Statistics; Ottawa. 


2 Ibid 


*Computed: 1945 figures as a percentage of 1936 figures. 
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Price Movements 
Wholesale Price Indices (1926 = 100)? 


Dec.’ 45 Dec.'36 Percentage Inc. 
over '36 
Pulp 131.2 69.3 89.3 
Newsprint 90.7 55.4 63.9 
Pig Iron and Steel Billets 104.8 87.2 20.2 
Rolling Mill Products 120.0 96.8 24.0 
Textiles 91.8 71.0 29.3 
Foods and Beverages 104.0 77.4 34.4 
Manufactures 94.3 77.3 22.0 


Retail Price Index 127% of 1935-39 average.‘ 


The greatest price increase since 1936 was in pulp and paper. Other 
items increased 20-30% with food and beverages gaining a 34% increase. 
In connection with the retail price index it must be remembered that 
retail prices move more slowly than do wholesale ones. 


The general increase in prices has a decided effect on balance sheet 
figures. For example, a textile company showing an inventory increase of 
30% over the period 1936-45 would in reality have in 1945 the same 
textile quantities or values as it had in 1936. Proportional increases in 
cash, receivables and in current liabilities or working capital might be 
expected to service the increase in inventory dollar value. 


Profits 1936-45 

Seven hundred and nine corporations ploughed in $659 millions of 
profits in the ten years 1936-45 inclusive. This amount added to deprecia- 
tion and other non-cash charges totals up to $2120 millions over the ten 
years. In every year except 1937 and 1945, when new investments in 
fixed assets were slightly greater, depreciation charges helped preserve 
some extra cash in the corporations. Of the rest of these funds, a small 
part was used for the redemption of bonds and preferred stock with the 
greater part going into working capital. Every year there incurred an 
increase in either inventories or cash and receivables. 


Net Income to Shareholders* 





No. of 1945 1936 
Companies ,000,000 7 
$ 
25 Pulp and Paper 15.8 1.3 
142 Iron, Steel and Machinery 37.7 16.2 
3 Ibid 


41946Supplement, Bank of Canada Statistical Summary 
SExcerpts from “Net Income to Shareholders: Industrial Classification”, Statistical Summary, 
Bank of Canada; Oct.-Nov. 1946, page 81 
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69 Textiles and Clothing 12.3 8.1 
52 Food 12.2 8.8 
15 Drink 12.3 6.5 
101 Wholesale and Retail 16.5 6.5 


Ploughed in profits have not only made possible an accumulation of 
current assets and the reduction of debt in general, but have enabled 
successful firms to acquire large amounts of cash and government bonds, 
thus improving their liquid positions. 


I. ANALYSIS BY INDUSTRIES 


Trends in the Pulp and Paper Industry 

This industry shows marked improvement. Current assets increased 
154% while current liabilities remained relatively unchanged (up only 
18%). Thus there was not only a large increase in total current assets 
but an improvement in the current ratio (2.0 in 1936 to 4.3 in 1945). The 
greatest contributor to improvement on the balance sheets of these 19 
companies was the item cash and securities which increased from $4.4 
millions to $41.6 millions, an increase of 840%. Thus the quick ratio 
improved also from 0.7 to 2.1. Receivables and inventories increased to a 
lesser extent, 80% and 70% respectively. 


As percentages of current assets, cash improvement was most signifi- 
cant. The pulp and paper industry began the period with only 7.5% of 
its current assets in cash and by 1945 increased this item to 27.9% of 
current assets. Complementary to the increased ‘percentage of cash, 
inventories and receivables shrank slightly in percentage. 


Comparison with Standard 

The pulp and paper industry in 1936 was in a weak position in 
comparison with industry in general. Only 7.5% of its current assets was 
in cash as compared with the average of 14.3%. The current ratio was 
just less than two and the quick ratio, 0.7, only half as high as the 
standard. However, by 1945 pulp and paper doubled its current ratio, 
almost tripled its quick ratio and brought its cash percentage up to par. 


During the early 1930's the industry, which requires huge capital 
investment, was plagued with heavy fixed charges on its excess capacity. 
A moderate increase in volume and a great increase in price boosted 
profits which were ploughed back into the companies to make such a 
marked improvement in their working capital position. 


The Iron and Steel Industry 
The iron and steel companies show a slight decline in ratios. 
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Although still far better than the banker’s minimum standards, the cur- 
rent ratio dropped from 5.0 to 3.4 and the quick ratio from 2.1 to 1.7. 
This decline in ratios does not mean that the industry is losing strength. 
A slight decrease in ratios such as this is typical of the intermediate stage 
of the balance sheet changes resulting from increased business. Borrow- 
ings and payables had been increased to finance the extra inventories and 
receivables. The iron and steel industry had reached the state where its 
growth and gains were being reflected in extra cash, with liabilities not 
yet liquidated. 


The increased current liabilities can be attributed to the accumulation 
of inventory for the performance of an increased volume of business. 
Increased cash and receivables provided extra working capital. As a 
percentage of current assets, cash advanced from 16.9 to 29.7. Receivables 
declined slightly and inventories increased a similar proportion. 


Comparison with Standards 

The current and quick ratios are somewhat better than the standards 
in both periods, showing a slight downward trend as do the standard 
ratios. The current asset make-up is similar to the standard but a smaller 
proportion than average of inventory is being carried. 


Improvement was not quite as marked in iron and steel as it was in 
some industries because the industry started from a fairly strong position 
with a better than average proportion of cash: As the business indices 
indicate, steel firms had a terrific expansion of business during the war 
years. Prices increased moderately, 20-30%. As a result profits doubled. 
Cash and working capital have accumulated but the all round growth of 
the business, with increasing inventories and current payables, has kept 
ratios down. In brief, the industry has expanded greatly and yet main- 
tained its strong current position. 


The Textile Industry 

Current ratios are down slightly, 4.5 to 4.0, with the quick ratio up 
from 1.4 to 1.6. The $12 million increase in current liabilities may be 
attributed to $14 million extra receivables and inventory. The increase in 
cash and securities of various kinds make up the increased working 
capital. 


As percentages of current assets, cash advanced 11% while receiv- 
ables and inventories declined 2% and 18% respectively. Thus the quick 
ratio was strengthened slightly. The decreased proportion of inventory 
was at least in part the result of a scarcity of materials. Textile firms 
have been operating on a hand to mouth basis. 
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Comparison with Standards 

Current ratios were substantially better than the averages of 3.70 and 
3.13. Quick ratios followed close to standard, improving a few points 
extra. Cash remained at a lower percentage than the standard, 8.39 and 
19.13, compared with the standard 14.02 and 29.56 for 1936 and 1945 
respectively. This is compensated for, at least in part, by the increased 
percentage of fairly liquid investments under the heading, “Other Cur- 
rent Assets”. Inventory decreased from 50% to only 30% of current 
assets while the standard proportion only slipped several points, from 
48.0 to 45.1%. Considering changes in terms of the 1936 figures, textile 
inventories increased only 30% while inventories in general grew 111%. 


The textile industry experienced moderate incrass in volum, in price 
and in profits over the period. Its 1945 position shows considerably less 
than average cash, partly compensated for by a higher than average pro- 
portion of investments, and a small percentage of inventory. 


Foodstuffs 

Foodstuffs show a sharp decline in ratios, the current ratio from 
3.8 to 2.2 and the quick ratio from 1.6 to 1.2. This results from the fact 
that current liabilities increased 227% while total current assets increased 
only 91%. The $29 million increase in current liabilities helped finance 
a $30 million increase in receivables and inventories. A $16 million 
increase in working capital springs from a similar increase in cash and 
bonds. The quick ratio decrease was not caused bya failure of the cash 
to grow but by the still greater increase in current liabilities. Cash was a 
sizable percentage of current assets in 1945 and had been in a fairly good 
position even in 1936. 


Comparison with Standards 

The ratios were excellent in 1936. Both slipped back below average 
in 1945 under the pressure of an abnormal increase in current liabilities. 
The percentage of cash was fully up to average in both years. Receiv- 
ables moved against the general trend to assume a slightly higher than 
average proportion of current assets. Food inventories shrank slightly in 
relative importance ,as did inventories in general. 


The great increase in business volume and a one-third increase in 
price raised profits by roughly 50% to make possible the working capital 
expansion which took place in the industry. The ratios were still above 
the generally accepted minimum standards of 2:1 and 1:1. With the 
substantial increase in working capital we may consider the industry in a 
stronger position in 1945 than in 1936. 
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The Beverage Industry 

Viewed from any angle, the balance sheets of. this industry show a 
marked increase in cash and government bonds. The item expanded in 
the nine years from $7.4 millions to $97.8 millions, an increase of 1222% 
or twelve times over 1936 figures. As a percentage of total current assets 
cash increased from 8.5 to 33.2%. Receivables and inventory increased 
moderately in comparison, about one and a half times. Current liabilities 
show a percentage increase of 451% as they were expanded by $80 mil- 
lion to help take care of a $90 million increase in inventory. The $112 
million increase in cash and accounts receivable provided for the working 
capital increase. As a percentage of current assets inventory decreased 
sharply. Heavy demand for the product and restricted supplies of 
material did not allow stocks to grow as they otherwise might have done. 


Comparison with Standards 

The beverage industry shows tremendous growth in all of its current 
items. The trend of ratios is in the same direction as the average but the 
current ratio has slipped to slightly below average due to the rapid 
growth of current payables. As a percentage of current assets cash moved 
from less than the average of 14% in 1936 to more than the average of 
29% in 1945. Receivables, low in both years, dropped to 12.8% of cur- 
rent assets in 1945. This suggests that most liquor sales are on a cash or 
at least short term credit basis. The higher than normal percentage of 
inventory is necessitated by the aging period through which liquor stocks 
must pass. 


Growth of the industry’s assets may be attributed to a one-third 
increase in price, some increase in volume and consistently high profits 
over the period. 


Merchandising 

This industry’s current items have grown only moderately. The 
current and quick ratios have slipped back slightly due to the general 
condition of current assets growing more slowly than current liabilities, 
as in most other industries. An increase of $11 million in current liabili- 
ties was needed to help finance the $15 million increase in inventory. 
Cash, increasing by $10 million, doubled and raised working capital $7.9 
million. With more cash in the hands of the consumer and restrictions 
imposed on installment selling, receivables actually decreased in total 
amount, assuming a much smaller proportion of current assets. Inven- 
tories, on the other hand, increased 64%, in 1945 making up 52% of 
current assets. 
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Comparison with Standards 

Current items in merchandising did not show marked growth as they 
did in some other industrial groups. Its current assets grew only 35% 
compared with the standard increase of 125% and its current liabilities 
only 55% compared with the standard 166%. In 1945 cash occupied 
about a normal percentage of current assets as did receivables, after a 
marked decline. The decided increase in inventory percentage is quite at 
variance from the general trend. 


Current and quick ratios in 1945 still satisfied minimum require- 
ments although they were somewhat below the averages of 3.13 and 1.50. 
The profits picture was influenced by an 87% increase in volume and a 
moderate 27% increase in retail prices. 


II, ANALYSIS OF BALANCE SHEET ITEMS 
Cash and Equivalents 
The summary for 117 companies shows for 1936 cash amounting to 
$65.1 million making up 14.3% of current assets. This grew to $301.9 
million, 29.5% of current assets, in 1945. This doubled percentage of 
cash meant substantial improvement in the liquidity of the current assets. 


There are a number of explanations for the increased amount of cash 
being held by corporations: 

(1) increased profitability 

(a) limitations on investment in fixed assets 

(3) increased prices, costs and taxes require more cash 

(4) uncertainty as to future needs—inflation 

(5) low interest rates which make the holding of cash less expensive 
in terms of lost interest income and payment of interest bearing 
liabilities less urgent 

(6) avoidance of double taxation which would be incurred if divi- 
dends were paid—instead buy good bonds for the corporation's 
account 


Distribution of Cash by Industries (in millions) 


1936 1945 

Amt. Yo of Curr, Amt. Y% of Curr. Q%o Increase 

Assets $ Assets over 1936 

Pulp and Paper 4.42 6.39 41.6 27.88 1008.5 
Iron and Steel 27.05 16.58 97.2 29.65 257.2 
Textiles 3.52 8.39 16.1 19.13 358.2 
Foodstuffs 11.96 23.96 28.8 30.14 140.3 
Beverages 7.40 8.45 97.8 33.19 1222.0 
Merchandising 10.17 18.83 20.8 28.56 105.1 


Standards 64.54 14.02 302.4 29.56 368.6 
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It is very apparent from this table that pulp and paper and beverages 
made the most spectacular gains in cash. All industry shared in the 
increased cash to some extent. 


Receivables 

The size of the notes and accounts receivable item is indicative of 
the amount of goods sold on credit and the time for which credit is 
extended. It is certainly influenced by a change in the volume of business 
done. Among the factors limiting the amount of accounts receivables in 
1945 we must remember that an increased amount of cash was available 
to do business, as shown in the study of cash. Secondly, industry was 
operating under conditions of a seller's market and credit was not being 
extended as a means of attracting business. Finally, installment selling 
restrictions were imposed by law on retail operations. 


Distribution of Receivables by Industries — 117 Corporations 
(in millions of dollars) 


1936 1945 

Amt. Y% of Curr. Amt. YQ% of Curr. QJ Increase 

$ Assets $ Assets over 1936 

Pulp and Paper 17.7 30.14 31.9 21.39 80.23 
Iron and Steel 39.5 24.18 68.1 20.88 72.47 
Textiles 9.6 22.97 17.3 20.55 79.91 
Foodstuffs 9.5 19.04 21.4 22.42 124.99 
Beverages 15.8 18.02 37.7 12.77 139.24 
Merchandising 18.5 34.25 13.7 18.28 29.80 
(decrease) 

Totals 110.6 24.28 189.7 18.54 71.56 


In the 117 companies studied, total receivables increased moderately, 
from $110 million to $189 million. In view of the increased volume and 
growth of current items, receivables declined in relative importance, from 
24.3% of current assets to 18.6%. Some increase was shown in dollar 
amounts by every division except merchandising. 


Inventory 

Inventory is a crucial item in any balance sheet. Unless maintained at 
a reasonable level, business cannot be properly carried on. Yet too much 
inventory is considered a danger. It costs money to store and may grow 
obsolete or deteriorate with age. In event of a sudden price drop heavy 
losses may be suffered. 
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Distribution of Inventories — by Industries — 117 Corporations 


1936 1945 

Amt. Yo of Curr. Amt. Y% of Curr. Q% Increase 

$ Assets $ Assets over 1936 

Pulp and Paper 28.2 45.2 67.5 48.1 840.1 
Iron and Steel 61.1 37.4 134.5 41.3 120.1 
Textiles 21.2 50.6 27.5 32.7 30.0 
Foodstuffs 23.7 47.6 42.0 44.0 77.0 
Beverages 60.3 68.8 151.2 51.3 150.7 
Merchandising ~ 23.3 43.2 38.4 52.5 64.2 
Totals 217.9 47.9 461.2 45.1 111.6 


During the war the great pressure of high business volume and 
shortage of labour caused many firms to forego their regular inventory 
count. For this reason 1945 inventory figures may be less accurate than 
those of 1936. 


In spite of price increases inventory made up a slightly smaller per- 
centage of total current assets than it did in 1936. Its increase was dwarfed 
by the increase in cash and government bonds. Only merchandising firms 
showed a definite upward change in their percentage of inventory. If 
1945 inventories were to be scaled down by the amount of their price 
inflation since 1936 they would indeed appear shrunken in relative 
importance. Of course, a simple reduction of inventory figures by the 
amount of the price increase would not show them in a valid proportion 
to other items which have had to expand at least in part to accommodate 
the increased costs and inventory values. 


Nor do 1945 inventories appear heavy in consideration of the volume 
of business being done. Inventories for the 117 companies increased 
111% over 1936 figures. Various indices of business activity suggest a 
growth in business volume just slightly less. Cat loadings increased 92% 
and retail merchandise sales value 87%. 


Heavy consumer demand has tended to keep finished goods inven- 
tories down and the short supply of raw materials has kept many plants 
operating on a hand to mouth basis. This is particularly noticeable in 
textile firms. Over valuation of inventory is effectively guarded against 
by heavy profits taxes which would severely penalize any attempt to 
inflate values. In fact, inventory increases may be understated because 
some firms now wish to minimize inventories to show a smaller profit 
and thus reduce taxes. Other than this factor we have no measure of the 
quality of inventories values. 
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In many lines consumer demands were not being adequately supplied 
in 1945. Numerous firms were changing from war to peacetime produc- 
tion. We may conclude that inventories in general, at the end of 1945, 
were still of manageable size. 


Other Current Assets 


This is a catch-all category containing all current assets which could 
not be defnitely tied in with cash, receivables or inventories—such items 
as insurance, marketable investments and unclassified holdings (See def- 
nition of terms). The heterogenous nature of this group and lack of any 
qualitative measure of its components destroy its comparability in the two 
years. Thus a study of this division would reveal little other than the 
effect a marked change in the group might have on the percentage of 
total current assets occupied by other current items. Furthermore, the 
entire group does not bulk large as a percentage of current assets. Conse- 
quently, no analysis is attempted. 


Current Liabilities 
Distribution of Current Liabilities by Industries — 117 Corporations 
(in millions of dollars) 


1945 1936 Increase Inventory Percentage 

Increase Increase in 

Current 

$ $ $ $ Liabilities 
Pulp and Paper 34.8 29.2 5.6 39.2 18.6 
Iron and Steel 97.0 32.8 64.2 73.4 195.7 
Textiles 21.2 9.3 11.9 6.4 128.1 
Foodstuffs 42.6 13.0 29.6 18.3 227.1 
Beverages 99.8 18.1 81.7 90.9 451.5 
Merchandising 31.6 20.4 11.2 15.0 54.8 
Totals 327.0 123.0 204.0 243.2 165.7 


The above figures with increases ranging from 18 to 451% deny any 
consistent growth of current debt throughout industry. 


Inventory increases were shown in the table in an attempt to blame 
increased current liabilities on growing inventories. Some correlation 
between the two can be found in most of the groups—in particular, iron 
and steel, beverages and merchandising. 
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Breakdown of Current Liabilities® 
(in millions of dollars) 
1936 1937 1938 1939 1940 1941 1942 1943 1944 1945 








Curr. Accts. 

Payable 135 152 129 159 210 280 320 325 331 328 
Bank Loans 90 85 74 85 93 139 145 168 136 89 
Accr. Taxes 56 71 63 84 184 281 243 230 209 198 
Accr. Int. 

and Div. a Rte xKH Se BR Ss 6S 
Totals 312 339 296 362 520 733 740 751 707 649 


The haphazard grouping of current liabilities in the balance sheets 
of the 117 companies studied here made any breakdown by items impos- 
sible. However, the Bank of Canada Statistical Summary gives a break- 
down of current liabilities for 709 companies. 


The outstanding feature shown by this table is the $142 million 
increase in accrued taxes. This increase reflects the heavy corporation 
profits tax and the time lag in collecting them Current accounts payable 
more than doubled in financing the .increased volume of business, the 
extra inventory and higher prices. 


The summary of 117 corporations shows clearly the decrease in 
current ratio, or, expressed in other words, the swift increase in current 
liabilities compared to current assets. 


III. SUMMARY AND CONCLUSIONS 
The working capital position of Canadian corporations was much 
better in 1945 than it was in 1936. The improvement was general 
although the various industries studied benefited in varying degrees. 


Ratios alone are not indicative of the gains made. As Foulke 
expressed it, “It is not the ratio or ratios ipso factor that mean a business 
is out of line. The ratio is the symptom like the blood pressure, the pulse 
or the temperature of an individual.” ’ 


A minimum amount of working capital is a necessity for successful 
operations and thus the amount required is not strictly in proportion to 
the growth of the business or its current assets. The general increase in 





SIbid, page 82 
7Foulke, Roy A., Practical Financial Statement Analysis: McGraw Hill Book Co. New York, 
1945, page 172 
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the dollar amount of working capital means improvement even if the 
current ratio has declined slightly. Similar reasoning can be applied to 
cash and the quick ratio. 


We must bear in mind the fact that many strong corporations 
retrench during depressions, keeping as much as possible of their hold- 
ings in liquid assets. When these firms expand their operations during a 
boom they use their cash and incur liabilities to pay expenses and 
accumulate inventory, and their ratios naturally decline In these cases a 
decline in ratios is not a sign of weakness so much as it is a sign of 
expansion.. 


.Liquidity has improved greatly. By 1945 cash made up nearly 30% 
of current assets while inventory, receivables and other current assets 
declined. 


With heavier volume, higher prices and greatly enhanced profits, 
Canadian industrial corporations over the years 1936-45 have substantially 
improved their liquidity and increased the amount of their working 
capital. 


Summaries of Industry Statistics 


Pulp and Paper -- 19 companies 
Iron and Steel — 36 companies 
Textiles — . 20 companies 
Foodstuffs — 16 companies 
Beverages ~— 13 companies 
Merchandising — 13 companies 
Sources and Uses of 

Funds -- 709 corporations 


Sources 

Working capital statistics are those of the 117 companies listed in 
the Appendix, the information having been gathered from The Financial 
Post Survey of Corporate Securities. 


Business indices are from The Monthly Bulletin of Business Statistics 
published by the Dominion Bureau of Statistics. Price indices were com- 
puted from indices with 1926 as a base year found in the same source. 


Profit figures are from The Staistical Summary published by the Bank 
of Canada Oct.-Nov. 1946. 























WRITING YOUR WORK-CAREER SPECIFICATIONS 
By CLARENCE FRASER 


This is an address given by Mr. Fraser to the second and third year 
students of Business Administration at the University of Western Ontario. 
His conclusions are the result of a great many interviews with students 
from this and many other colleges. This article is intended primarily to 
help students choose, and fit themselves for a particular career in business 
administration. The text of the speech is printed as it was given except 
that the first few paragraphs of introductory remarks have been deleted. 

— The Editor. 


The Canadian Business Scene 
B EFORE looking ahead it is sometimes wise to look back. I think you 
all will agree that today Canada is becoming an industrialized 
nation, and our people to an increasing degree a nation of traders. The 
fur trade, our first big business which opened up the country with its 
trading posts, gave way to the lumber industry, initially logging, and 
some sawn lumber operations. Then came the extractive industries such 
as mining, and then manufacturing on a large scale accompanied by the 
growth of public utilities and service trades. This shift in relative size of 
activity is shown by the fact that today of our leading industries, in rela- 
tive weight of persons employed, only 2 out of 1000 are engaged with 
fur and fur products, only 47 are in logging and only 40 in mining, while 
in manufacturing there are 541 out of the 1000. In what might be 
regarded as services (excluding trade and finance, but including com- 
munications, transportation, construction, and other services, such as 
hotels, restaurants and laundries, there are 250 out of every 1000. Trade, 
retail and wholesale account for 122. It is evident that since the early 
days of the fur traders, through the period of the lumber barons, up to 
now we have shifted drastically from a simple economy to a highly com- 
plex one, within a highly-competitive international trading system. 


Functional Activities in Business 

The functions of business have witnessed also a major shift. During 
the war years the Department of Labor in the United States made a roster 
of their Scientific and Specialized Personnel for war purposes. In the 
grouping used to catalogue manpower engaged in Business Management 
and Related Operations, these functions were listed: 
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FINANCE 
Budgeting and budgetary control 
Financial planning and treasury management 
Accounting (general and cost) 
Auditing and control of expenditures 
Insurance 
Taxation 


PURCHASING AND STORING 
Buying 
Inspecting 
Inventory control 
Warehousing 
PRODUCTION 
Plant facilities 
Time and motion study 
Production equipment 
Production processes 
Production scheduling and control 
Packing and shipping 
Product development 


MARKETING AND SALES 
Advertising 
Sales promotion ‘ 
Merchandising (including packaging) 


PERSONNEL AND WAGE ADMINISTRATION 
Testing 
Training 
Recruitment and placement 
Wage systems and position classification 
Vocational counselling 
Employee and labour relations 
Merit rating 
Occupational analysis 
Retirement, pensions and employee welfare 


SUNDRY OPERATING FUNCTIONS 

Office management 

Traffic management 

Credit and collections 
GENERAL ADMINISTRATION 
Design of organization structure 
Design of procedures 
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I draw this breakdown to your attention to show that when you are con- 
sidering a career in business you have as many varieties, if not more to 
choose from as Mr. Heinz’s pickles. And without attempting to be 
humorous, I might add—and some are sour and some are sweet, just as 
with the pickles. 


You may say that I have neglected to include being in business on 
your own account. I know that a number of graduates of this school are 
now in business for themselves, and undoubtedly some of you will con- 
sider or enter careers of that type. However, your own Mr. Willis in his 
useful document “How To Start Your Own Business’ has provided a 
better guide than I can give you to that end. Also, Prof. Thompson, and 
others on your faculty, have been so engaged, or are now running their 
own business concerns. I refer you to them. My main desire to-night, at 
this point is simply to open up the field of possibilities . . . and because 
of the increasing complexity of our economic system, and increasing 
s>ecialization in business functions, to emphasize, if you do not realize it 
yet, the difficulty of selection among all the possibilities. 


The Demand for Specialized Training 

Now for a moment let us look at the supply and demand picture for 
men who have had a specialized preparation for business life, and who 
are approaching a career in business from the long-range professional 
point of view. During the war period, on the civilian side, our attention 
was devoted to the making of things for war purposes, the use of men, 
or manpower for war purposes, and the contro! of money for war pur- 
poses. Markets were not an issue. Consequently, our friends the engineers 
who could make things, our personnel men who could do something 
with manpower, our accountants, who could watch and account for our 
costs and financial transactions were in high demand. Our salesmen, and 
sales managers either got into uniform, or disguised themselves as “‘per- 
sonnel men”. Since the war that picture has changed and is changing 
fast. Salesmen are back at their old game, or soon will be as we enter, 
what every consumer has been dreaming about during these years of 
scarcity, high taxes and high prices—a buyer’s market. If there is no 
change in trend it is easy to predict that by the time the class of Business 
49 leaves the halls of Western, we shall be back at the prewar division 
of types of opportunity in business careers, but modified by three 
important developments of recent years which were accelerated by the 
war. First, the shift in type and size of our manufacturing and distribu- 
tion organizations, with new products and methods; second, an increased 
specialization in the fields associated with production, control, and 
personnel management; and third, a stiffening of the standards of pro- 
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fessional preparation for a practice in business, especially in the matter 
of social responsibility and the human relationships you and your genera- 
tion are facing. 


The Department of Business Administration at Western 

In keeping with every major professional school of business and to 
my mind, in advance of most of them, Western is providing a realistic 
and effective approach to business life. Those of you who succeed in 
leaping the hurdles into the third and fourth years will I think agree 
with me, after you have graduated, and have spent a few years in business 
life. In school you are exposed to the best, in theory and practice of 
business thought and experience through your teachers, and through your 
business library, besides the liberal arts education of the first two years 
Here, through those of the world of business who come to meet with you 
from time to time you are exposed to the rapidly-changing situations of 
to-day. Here, you have a keyhole view of the world of business in this 
country, in the United States, and overseas. Here you have time and 
opportunity to become better known to yourself, as you assess your 
growing and changing abilities and interests. Here you become well 
known to your teachers, who because of who they are, and what they are, 
and because of the relatively small size of the school, and the way in 
which they live with you, do an amazingly penetrative job in assessing 
you. Here you may become known to employers who look to the men 
and women of Business at Western for candidates to man and later 
manage important undertakings. 


All this of course adds up to the idea that with all these privileges 
you enjoy, by contrast with the great majority of Canadian youth who do 
not enjoy them, you bear heavy responsibilities. And you suffer, at least 
temporarily, some rather important handicaps. First there is the handicap 
of experience. While others of your age-group are getting themselves 
established in business life, and rounding off the corners by the bumps 
of life you, except for brief summer-job exposures, miss this practical 
beginning. Your approach to business issues is not that of the fellow 
who is contending with them day-by-day but that of the student of busi- 
ness. Especially as you move into your senior years you will apply an 
intellectual approach to these issues. When you do leave university you 
may find that at first you will think in a different way, and talk in a 
different manner to the men who have come up the hard way. You will 
be likely to reason from the general to the particular, while they are 
reasoning from the particular to another particular, and they may find it 
hard to understand the general point, which seems so clear to you. You 
will overcome this initial liability and probably in time convert it into an 
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asset, if you are modest and are willing to learn from them. Usually they 
will help you to the limit you let them help you. The other handicap is 
that you may think that your problem in choosing a career, and in adjust- 
ing yourself to the ways of business is an experience peculiar to you. 
That, of course, is not so. The man of thirty, the man of forty, the man 
of fifty, and the man of sixty—all have their problems of adjustment, as 
you have in your twenties. Only the man at sixty may be more concerned 
about how to hold his job, than about how to choose a job or find a job, 
which may lead into a business career. 


You and Your Career 

So here you are at Western halfway through a four-year course. 
Sometime hence you say, probably in two years’ time I am going to start 
in business for myself or go to work with Father, or get a job in a com- 
pany. So you push the issue forwards for two years, a common enough 
but serious error. 


If you are pushing the issue away from you, you are either afraid of 
it, or too lazy to tackle it—now. In which case no one else can help you 
except by encouraging you to overcome your fear, or by waking you up. 
For if you analyze what you are facing, it’s a two-fold assignment. First, 
it’s the job of selling yourself. And second, it’s the job of buying your- 
self a career. If it’s the buying side we're looking at, the first question 
you have to answer is “What do I want?” And if it’s the selling side 
we're considering, you have to answer the question “What can I do?” 
The other day a young man was sent to see me by his father regarding 
possible employment in the Toronto area. Starting on the buying side I 
asked him “What do you want?” He answered “I want a job.” “Yes,” I 
answered, “but what kind of a job, in what kind of an organization, in 
what locality?” “Oh, I don’t know. I just want a job, any job,” he 
answered. 


John Oxenham once wrote a little bit of verse, which I may quote 
incorrectly, but I offer it to you as I remember it: 
“To every man there opens, a way, and ways, and a way, 
And the high souls climb the highway, and the low souls seek the low 
And in between on the misty flats, the rest drift to and fro. 
But to every man there opens a high way and a low 
And every man decideth the way his soul shall go.” 


I don’t think that was written in connection with choosing a career, but 
I thought of it after seeing that young man. It was evident that he was 
drifting to and fro. 
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Now, if you are drifting, how do you convert the drift into a definite 
line of direction? 


Here are a few ideas on how to line yourself up with a career in 
mind. They apply to anyone any time. They are practical tips on how to 
answer the two key questions: 

1. WHAT DO I WANT? 
2. WHAT CAN I DO? 


What Do I Want? 

A few years ago I was talking with a young man graduating from 
Western in Business that spring. He had two offers, one from a public 
utility, the other from a distribution organization. He found it hard to 
make up his mind. So I asked him, “What do you want?” He answered, 
“I like both offers.” “But you can’t accept both offers,” I pointed out 
rather needlessly. I went on, “Do you want big money—sometime?” 
“Yes. I want big money,’ he answered. “Why?” I asked. “Because I 
grew up in a poor family, and I’m afraid of poverty.” So having decided 
what he wanted basically he took the job in the distribution outfit. 


There was another graduate of Western in Business, who after a 
short period in the army was discharged on medical grounds. His people 
were interested financially in a manufacturing concern, but he didn’t 
want to enter that business, at least not at that time. In conversation on 
this question as to what he wanted, it came out that what he most desired 
was a course of work that would give him basic training for the general 
management of a small or medium-sized manufacturing business. Once 
that was settled, he was introduced to a small plant that needed a time- 
study man who at the same time would do some elementary cost account- 
ing and be righthand man to the plant superintendent. This particular 
young man had gone a long way in clearing his ideas on what he wanted, 
which in his case was not just a job, but a series of stepping stones toward 
a career goal. 


How do we go about discovering what we want? Some of us start 
by deciding what we don’t want, and by a process of elimination reduce 
our targets to a first choice, second choice, or maybe a third choice. The 
process is personal somewhat like choosing a wife, and I do not know 
any final ground rules. But we may be helped by asking ourselves such 
questions as “Do I prefer to work alone or in company with others?”, 
“Do I prefer work that is active to a sedentary occupation?”, “Do I want 
a big job with glamour, or would I enjoy a quieter, less conspicuous 
existence?”, “Do I want to work in a big city or a small town?” Any 
active young man can make up his own directory of questions. And there 
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are textbooks, and interest tests that some folks like to use, and which 
are available to you. 


What Can I Do? 

It was Bismarck, I think, who said that politics is the art of the 
possible. Someone else has suggested that the art of living consists in 
achieving and adapting yourself to that which is possible within that 
which is desirable. If then, you have decided what you want, which is 
one way of saying that you have decided on what is desirable, the next 
step is to discover what is possible. In the words of our second question, 
“What Can I Do?” 


This is a question that hardly any one of us answers readily. And 
some of us dodge it perhaps because we are not prone to undue 
intellectual effort. For, to answer this question requires hard mental 
work. And some of us may dodge it because a frank answer to the ques- 
tion is bound to reduce the size of our ego. For if we decide what we can 
do, by implication we indicate that there are certain things we cannot do. 
I recall a conversation with a cousin when we were boys together. I was 
claiming that my mother, who was a gifted craftsman, could make any- 
thing. To which he replied stoutly, “But she can’t make iron.” That, I 
agreed, was one thing she could not do. 


In assessing our abilities therefore we start by assuming that there 
are certain things we cannot do. So we stop worrying about our limita- 
tions, and focus on a positive view of what we can do. As we say in 
industry about men and women who are handicapped, “It isn’t what is 
lost, it is what is left, that is the thing to concentrate on.” I suggest 
therefore that we start with this positive approach, which is probably 
part of the basis of good mental health. 


My second suggestion is that we realize that what we can do is a 
product of the bodies and brains and native abilities inherited from our 
parents and from their parents before them, modified by what has 
happened to us, and what we have done with ourselves since we were 
born. So in searching for what we can do we go back as far as we 
remember and work forwards. If you are ready to start, let’s put it down 
on paper. Let’s assume you are writing down a specification of what 
you can do. 


Here are some tools to use, and some steps to follow: 
1. Start by writing your work career specification, following the head- 
ings on sheet B, TYPES OF WORK (for which accumulated experi- 
ence to date would offer most chance of success). 
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2. Summarize your thinking, and point up your ideas following the 
headings on sheet A, TYPES OF WORK IN WHICH I WOULD BE 
OF BEST SERVICE. 


3. Make a market analysis of where the types of work are that you have 
in mind. (You are now getting ready to buy yourself the kind of 
career you want, and to sell yourself, by what you can do.) 


4. Limit your choice of organization and locations down to the few that 
really appeal to you, and make an intensive inquiry into their history, 
their financial structure, their policies, the way in which they actually 
do business, before you approach them. (Recently a young graduate 
sold himself as a junior personnel man to a friend of mine, because 
he had examined three companies critically, and was able not only 
to show my friend why he had picked his organization, but also why 
he had not picked the other organizations in the same field, to which 
my friend was inclined to refer him.) 

5. When you are ready to approach an organization, find out who is 
the best contact point. The personnel man may not be that person. 
You may wish to add some refinements, such as advertising yourself, 

but usually nothing more is necessary than for you to sit down with 
yourself, burn some midnight oil, if need be, and puzzle out your answers 
to these two simple questions: 


1. WHAT DO I WANT? 
2. WHAT CAN I DO? 





What I have tried to give you to-night are some tips on how to 
launch yourself into a career in business. As you move through your 
career, you may create new objectives or targets for yourself. In fact, I 
should be surprised if a number of you do not do so after a few years in 
business. But that will mean only that you are still asking yourself these 
two key questions in the light of your growing experience. And of course 
your summer jobs should be tied into your planning, up to the time you 
do graduate, if you do—which I hope will be the case for at least some 
of you. 

Writing Your Work Career Specification 
A, TYPES OF WORK IN WHICH I WOULD BE 
OF BEST SERVICE 


Summarize the fields of work in which you think you would be able 
to make your most effective contribution, and in which you think your 
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accumulated experience to date would give you most chance of success. 
Show first choice in paragraph 1, second choice in paragraph 2, and third 
choice in paragraph 3, etc. Indicate in each paragraph: 


The nature of the work (using action, or “doing” language) 


The kind of business or industry or other organization 


The location (if known). 


B. PERSONAL QUALIFICATIONS FOR TYPES OF WORK 


1. 


Name 


2. Address 


Ww 





POI AWs 


Born 
Date 
Place 


Parentage (Original Nationality) 
Height 

Weight 

Health 

Dependents 

Religion 


1. Schooling 
Names of schools, and dates of attendance, and graduation. 
2. Education 
Activities which have helped you to develop yourself as dis- 
tinguished from formal schooling. 
3. Extra Curricular Activities 
All activities not prescribed in school or college, indicating what 
was of interest to you during the formative years. 
4. Sports 
5. Employment 
If all or part of tuition costs and living expenses were earned. 
6. Societies and Fraternities 
7. Hobbies and Interests 
All the things done outside work or school hours for relaxation 
or entertainment that show trend of thought and interests. 
8. Travel 
9. Military Record 


10. Summarized Acquisitions 
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(Example: 
By reason of my boyhood experience in directing other 
boys in running a paper route, and acting as captain of my 
high school football team, and later acting as a leader in 
church groups, and youth camps, and by contacts with 
people and ideas rather than confinement to specialized 
jobs I have developed an appreciation of attitudes of 
people as individuals and in groups, and for that reason my 
judgment in different lines of activity becomes an asset. It 
suggests that I can capitalize on this type of experience, 
eventually, either in directing a business of my own, or ina 
supervisory position, or in the field of selling.) 
11. Literary Work 
12. Cultural Acquisitions (including languages) 
13. Business Experience 
NOTE: The type of information listed on Exhibit B is similar to that often 
required by a business when hiring a prospective employee. In seeking a position, an 
applicant may well benefit, when sending a letter requesting an interview to a com- 


any, by enclosing a form summarizing this information. A clear recent photograph 
should be attached. — The Editor. 

























EMPLOYEE PARTICIPATION WITH MANAGEMENT 
IN BUSINESS ADMINISTRATION 
By G. R. BLAKE 


[TX recent years, personnel and industrial relations policies have featured 
free interchange of ideas, mutuality of interests and straightforward 
co-operation as the keystones of harmony and goodwill in the relations 
between management and employees. It is reasoned that terms of employ- 
ment, working conditions, safety, health, wages, hours, benefits and 
services, standards of performance—indeed all the elements of a per- 
sonnel program—are jointly the concern of the employer and worker, 
that each has a unique contribution to make toward the maintenance of 
sound and equitable conditions, and that adequate channels, formal and 
informal, should be provided to promote this mutuality of interest in the 
conduct of the enterprise. 


Employee participation in the formulation of basic personnel policies 
has long been recognized by progressive managements as a desirable 
practice. Their further assistance in activating these policies—as members 
of commitiees and otherwise—has been shown to be equally profitable. 


Some companies have looked with fear at developments in joint 
relationships thinking that management has been relinquishing some of 
its prerogatives. This is considered by some persons to be a faulty view- 
point since it merely signifies a condition whereby employees work not 
alone for, but with, management for the attainment of common goals. 
Each group retains those functions which are natural to it, but each is 
enabled to perform them more effectively than would be possible without 
an understanding of the total situation. 


Much of the difficulty experienced today has been caused by inade- 
quate employee relations and personnel management. Too often there 
has been a constant drive to increase output and decrease costs without 
consideration of employee attitudes. There has been an absence of sound 
employment practices in regards to selection, promotion, layoffs and dis- 
charges, etc., the result being the demand of employees, through unions, 
for restriction of the freedom of management. 


Collective Bargaining 

Collective bargaining is one of the most important phases of joint 
relations. It exists where the employees of a company elect to deal with 
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management on a group rather than an individual basis, the medium of 
representation commonly being a union or other employee organization. 


Trade unionism in Canada has been strongly influenced by the 
labour movement elsewhere; by the movement in Great Britain during 
the earlier period and since the beginning of the twentieth century, to a 
greater extent, by the developments in the United States. Although a few 
independent federations, composed of purely Canadian unions, have 
existed for several decades in Canada, the more important trade union 
movements in this country became closely associated with their larger 
counterparts in the United States. The largest unions in Canada have 
become branches of international organizations with headquarters in the 
United States. 


Since their inception back in the middle of the nineteenth century the 
various labour organizations in Canada have expanded greatly. In 1943 
the total membership of all unions in Canada was 664,533, which was 
500,000 more than the membership in 1911. The unions in Canada are 
now found in practically all the major industrial groups and are also 
beginning to make inroads on the retail clerks and office workers. 


Collective bargaining is based upon the laws of the country. The 
Canadian War Orders and Regulations, an Act authorizing these regula- 
tions in Ontario, and a booklet ‘““The Rules of.Practice and Procedure of 
the Ontario Labour Relations Board” being the most recent in this field. 
These Acts and regulations recognize the value of collective bargaining 
and set forth the means by which it can be carried out. 


Managements which approach collective bargaining with bad grace 
or ideas of outsmarting or not co-operating with labour fail to realize 
that unionism has become an accepted part of present day business. 


Items included in many union agreements now include most of the 


following: 

Terms of the Agreement Transfer Procedure 
Recognition Wage Payment Plans 
Representation Union Bulletin Board 
Wages Safety and Health 
Non-discrimination Technicological Changes 
Hours of Work Leaves of Absence 
Grievance Procedure Strikes, Stoppages and Lockouts 
Holidays Apprentices 

Vacation Policy General Provisions 
Seniority and Preferences Functions of Management 


Disciplinary Layoffs and Discharge Discharge Cases 
Production Standards Rate Establishment and Adjustment 
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Prior Agreements Compensation When Called to Work 
Union Activity Disputes Concerning Agreement 
Reemployment Classifications Termination Date of Agreement 


Notice of Layoff 


It can be seen from this list that management is now in the process 
of accepting as negotiable items many matters which it formerly consid- 
ered to be its prerogatives and that the union, as the agent of the 
employees, has a great deal to say in business administration. Failure of 
management to consult employees on many of these matters, in the past, 
has led to their inclusion in the agreements. 


Unions have, in some cases, worked systematically to help employers 
reduce costs, increase output and improve quality. Among these have 
been the Amalgamated Clothing Workers, International Ladies’ Garment 
Workers, and the Steel Workers Organizing Committee has issued a 
booklet “Production Problems” designed to aid both management and 
employees. In industry, as a whole, the number of unions employing this 
system is small and the traditional union belief has been that it is the 
employer's duty to get out production and keep down costs and that he 
has to be checked rather than helped in these functions and compelled to 
share gains from technicological progress. This feeling has to a great 
extent pervaded all industry and made employer-employee relations very 
strained in certain instances. 


There are certain reasons why this course has been followed in the 
past. The unions, to a large extent, do not realize. that employers need 
help in reducing costs and in improving methods. Unions have had to 
fight for existence and so co-operation with management is an alien 
thought. Employers do not desire to raise the prestige of a union by 
asking it to help in management. They are jealous of their ancient pre- 
rogatives and fear friction over the division of gains. Many unions do 
not realize the close relationship between costs and employment, believing 
that costs can rise and employment remain the same. However, they are 
gradually coming to consider this point. 


There are certain reasons for expecting union and employee interests 
in decreasing costs to spread. If a union can help high cost employers to 
cut expenses it can possibly save jobs. A union in a newly organized 
plant with low wages and high costs must co-operate in lowering these 
costs in order to raise wages. Aid becomes a method of obtaining maxi- 
mum return for bargaining power. There seems to be a definite place 
for co-operation, especially in high cost establishments where equipment 
is semi obsolete or management is poor and the union needs to help its 
members hold their jobs. 
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John L. Lewis emphasized this point recently in what he called the 
“four commandments of progressive collective bargaining.” These four 
commandments were: (1) “keep your contract—a broken contract is the 
mark of bad faith and irresponsibility”; (2) “know your industry and 
know your company”; (3) “remember that three groups—workers, con- 
sumers, and management should share the wealth created by American 
industry. Industry’s profits should bring (1) wage increases, (2) price 
reductions, (3) reward for management as an incentive to improve pro- 
duction. The fourth commandment urged “Work to improve production 
per man hour so that there will be more income to share.” Mr. Lewis 
went on to say that increased production per day is largely the answer to 
the problem of continuity of employment and the maintenance of wage 
and condition standards. These pronouncements put emphasis on effici- 
ency of production, on co-operative effort and on the principle that 
individual welfare depends upon the general welfare and that this 
depends on individual effort. 


Murray Cotterill, secretary of the Toronto Labour Council, wrote 
recently, “The worst thing that could happen to our industries would be 
co-operation between labour and management.” He was referring to 
companies which either hire or forcibly develop a “co-operative” group 
of employees. He said that “we should realize that the interests of man- 
agment and labour are directly opposite and this very opposition is the 
dynamo behind industrial progress if it is harnessed right. It has been z 
combination of militant free labour forces and educated, competent man- 
agement that has produced our technical progress. Rather than co-opera- 
tion the thing to do is provide machinery whereby the natural battle 
between the two conflicting parties can be harnessed for the good of 
both. The correct machinery is whole hearted collective bargaining.” 


The foregoing discussion illustrates that unions as the agents of 
employees are now taking a considerable part in business administration. 
They have even taken over the function to a certain extent of training 
apprentices, hiring and firing and determining layoffs. On the other 
hand, they now have technical experts who can be called in by manage- 
ment as industrial engineers. 


While unions are usually thought of as being most active in the 
manufacturing and utility fields of business enterprise it is interesting to 
note that they are now making progress in lining up the office workers. 
The evidence is beginning to accumulate that the “white collar” worker 
will accept collective bargaining and thereby force management to accept 
certain of his views in business administration. 
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Both the A. F. of L. and C.I.O. have divisions at work organizing 
various types of white collar workers including secretaries, stenographers, 
typists, bookkeeping machine operators, mail room employees, duplicat- 
ing machine operators, industrial insurance agents, wholesale, bank, 
insurance company employees, state, municipal and federal employees, 
charitable workers, newsstand employees and many others. This move- 
ment is prevalent in the United States but is gradually spreading in 
Canada, especially among civil servants. 


Employee Committees 

Committees composed of representatives of management and 
employees are another formal device by which employees can participate 
in businss administration. Their use is becoming progressively more 
widespread and both employers and employees are becoming more adept 
in using them to their fullest value in co-operation. 


Many of the fundamental principles which operate to insure more 
successful collective bargaining are equally applicable to efficient com- 
mittee action. These are: (1) the motives of the committee members— 
management and employee representatives alike—must be sincere and 
their attitude towards each other responsive and open minded; (2) each 
group must refrain from infringing on the rights and privileges of the 
other, and (3) the committee should adhere to democratic principles. 


Before the first World War there were very few employee commit- 
tees in use in American business. Committees to a large extent had their 
inception in Great Britain before and during that war and these had 
functioned with marked success. The National War Labor Board there- 
fore promoted the establishment of shop committees in the war plants of 
the United States upon their entry into the war. 


It was recognized at this time while volume of output from the war; 
effort must be increased still the quality of output and social welfare of 
the community should not suffer because of it. It was decided that 
improved organization and elimination of waste and friction were the 
best means to attain this end. To do this the active co-operation of labour, 
management and capital was necessary to raise the level of productive 
capacity, to maintain a high standard of workmanship, and to improve 
working conditions. Accordingly, it was essential that labor should have 
a voice in matters directly concerning its interests such as rates of pay and 
conditions of employment. 


This was the beginning of the committee in modern industry, until 
now such committees number in the thousands. Their present activities 
as determined in a recent survey include: 
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Plantwide and departmental drives to beat production quotas. 
Suggestion systems. 

Scrap and salvage drives. 

Car pooling and other transportation plans. 
Safety and health campaigns. 

Programs to cut absenteeism. 

War bond drives. 

Better nutrition campaigns. 

Blood bank promotion. 

10. Victory garden promotion. 

11. Support of Red Cross and other social agencies. 
12. Recreational activities. 

13. Welfare work. 


PONY AW RYN» 


While this list may not be all inclusive, still it provides a good idea 
of the things employees are now concerned with. It is interesting to note 
that now a good number of these matters are left entirely to the employees 
to administer with the personnel manager acting in an advisory capacity. 


Labour-Management Production Committees 

In 1943 the Department of Labour and the Department of Munitions, 
Supply and Reconstruction set up in Canada an Interdepartmental Com- 
mittee to promote the formation of Labour-Management Production 
Committees and, in January, 1944, the Industriat Production Co-operation 
Board broadened and consolidated the activities of this committee. 


The best proof of the success of these committees has been the con- 
tinued increase in their numbers. As of February 2, 1946, there were on 
record a total of 419 labour management committees, involving 300,000 
workers, an increase of 69 over a five month period. In a recent survey 
conducted in 100 plants in Canada, 38 had labour-management commit- 
tees and 44 others intended to have them in the future. 


The main reason for setting up these committees was to obtain 
higher production levels, and now that the war is over they are to aid in 
the problems of reconversion. The Ministers of Reconstruction and 
Labour announced some time ago that the Federal Government intends 
to continue its active sponsorship of these committees. Reconversion to 
peacetime production and competitive markets have added the problems 
of reducing production costs to those of maintaining output. Labour- 
management committees are being maintained or set up as media through 
which all the resources of labour and management can be pooled to 
attain these ends. 
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These committees are distinct from the machinery of collective bar- 
gaining. They are composed of persons directly engaged in production in 
the plants or units they represent, made up of representatives from man- 
agement and labour, the labour representatives at least equalling those of 
management. Their function is to examine all recommendations relating 
directly to production, not problems relating to wages and working 
conditions. 


The Labour-Management Production Committee plan provides a 
two-way channel of communication between management and labour. A 
constant flow of problems and directives from management are as 
essential to the well-being of the committees as are the suggestions, ideas 
and studies submitted by labour. 


The committees are organized so as to be large enough to be repre- 
sentative but small enough to be an effective working unit. They enlist 
the help of foremen and other supervisory staff as much as possible. 
Their prompt follow up of suggestions and promises serves the purpose 
not only of giving encouragement to the particular Suggestion Award 
Plan in operation but also signifies forcibly management's attitude both 
to the committee and to its employees. 


A booklet published by the Industrial Production Co-operation 
Board illustrates the type of problem dealt with by these committees by 
giving examples from various companies. Most of the list previously 
given are included among these examples. 


Employee Safety Committees 

Most managements have come to realize that accidents are prevent- 
able and consequently they have taken the lead in carrying out a 
program of safety work. In order to help them along these lines they 
have implemented such things as safety meetings, safety contests and 
competitions, safety regulations, posters, motion pictures, special bulletins, 
articles in employees’ magazines, broadcasts and the like. Safety com- 
mittees have become a popular feature of safety organization in many 
plants and have done much to stimulate interest in accident prevention 
on a company-wide basis and in formulating and conducting the above- 
mentioned safety methods. 


Companies conducting successful industrial safety work have recog- 
nized the fact that educational work among the employees is of primary 
importance. It has been found that employees react quicker to these 
activities if they are given definite responsibility in regard to them than 
they do if the matter is presented solely in the form of instructions or 
orders. 
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Workmen’s safety committees can be concerned with plant inspection 
and suggestions for mechanical safeguards or other physical changes as 
well as the elimination of unsafe practices. As the members of the com- 
mittee are representatives of the employees, they are ordinarily in a 
splendid position to spread the idea of safety among their fellow work- 
men as well as to receive their safety ideas from day to day. 


The success of safety committees depends to a great extent upon the 
interest taken by management in their work and the co-operation afforded 
them by supervisors. It is seldom found essential to delegate definite 
authority to the workmen’s committee but by conferring with them 
regarding proposed safety work and by giving careful and prompt 
consideration to their reports and recommendations, management can 
convince the committee of the company’s interest in its endeavors. 


Safety committee members can be elected by the employees of the 
unit or department they are to represent or they can be appointed by 
management on the recommendation of their respective foremen. It is 
customary to change the personnel of employees’ committees at fairly 
frequent intervals usually varying from six to twelve months. This plan 
rotates among workmen the responsibility of assisting the foremen with 
prevention of accidents and distributes the benefits derived from actual 
participation in the work. Some organizations replace the whole com- 
mittee at one time while others replace one or two members at regular 
intervals, thus keeping the organization intact. An operating official 
frequently serves as committee chairman and the safety director as 
secretary. 


Meetings usually include a report of the accident experience of the 
company showing a comparative record by departments. Circumstances 
surrounding accidents or near accidents are reviewed and means for pre- 
venting recurrences are discussed. Inspection reports containing sugges- 
tions for eliminating unsafe conditions, are presented and discussed and 
recommendations submitted to the proper official. Many organizations 
encourage individual members to present a report on unsafe practices 
that have been corrected or reported during the month. 


In addition to the general duties of assisting the management and 
supervisors to spread the idea of safety among the workmen, it has been 
found that the safety committee provides a means by which the intimate 
knowledge of general operating conditions acquired by employees can be 
used profitably by the management. In many organizations the safety 
committee is also encouraged to give consideration as well to fire 
prevention, sanitation, waste elimination and welfare. As the work of the 
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committee progresses many other subjects are usually found which can 


well be included. 
Employee Welfare and Recreational Committees 

Plans for promoting the economic security of employees and for 
providing them with a variety of services have come to be regarded by 
management as sound business projects. Since these things however are 
very close to the employee, naturally he has a great deal of interest in 
them and management, realizing this, welcome the help that employee 
committees can give in these matters. 


Fifty years ago the health and economic welfare of an employee was 
pretty much his own business. Anything that employers did for them in 
cases of sickness or accident was looked upon merely as a gift and the 
employer felt no actual responsibility beyond providing a reasonably safe 
and healthful working environment. 


There grew up in a number of companies, however, employees’ 
associations which existed for social and fraternal purposes. These asso- 
ciations usually were operated by both management and employees and 
membership was optional. As the questions of medical aid, pension funds 
and other such things came to the fore in the mind of management the 
existing committees were looked upon as a natural means for carrying 
out or at least discussing the new functions. The new organizations were 
entitled “Welfare Associations” or something similar. Employees con- 
tributing to the association received medical care and other benefits never 
before dreamed of and a committee elected by them had a good deal to 
say in how things were run. Employee Activity Associations may be set 
up separately or run in conjunction with the Welfare Association. They 
may be incharge of all kinds of activities — physical, outing, social or 
cultural. These committees are often both financed and administered by 
employees, although management may be prepared to make capital 
expenditures and furnish advice and assistance. 


Management recognizes the morale building qualities of a good 
athletic and recreational program. These programs also aid in reducing 
absenteeism by improving the employees’ general health both physically 
and mentally. The relationship between management and men is also 
vastly improved. 


The needs of individual companies will dictate the extent to which 
employee welfare committees will deal with services provided. Certain 
matters may be dealt with more efficiently by one man or may be consid- 
ered to be more under the scope of the personnel manager or some other 
phase of management. 
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These other activities may include credit unions, parking facilities, 
legal advice and assistance, co-operative purchasing, employees’ store, 
housing program, transportation plan, group hospitalization, profit- 
sharing plan, building and loan association, savings club, canteens and 
cafeterias, child care facilities, gifts on special occasions, service emblems 
and clubs. Certain of these will have more importance than others in 
various companies and may have a committee dealing with them entirely. 
The welfare association and committee is always available, however, to 
discuss these matters with management. 


Use of Committees in Banks 

Again, as in the case of unions, it may not be realized that employee 
committees are active in banks and other offices. The Bankers’ Trust 
Company of New York has an employees’ club. This club is permitted to 
operate as independently as possible in educational, athletic, and social 
activities. Through its officers and committees it brings employees’ prob- 
lems to the attention of the Comptroller and the office management. 


The Bowery Savings Bank of New York has regular meetings 
between the President, Vice-Presidents and a twelve person employee 
committee. The committee has no powers and its meetings serve merely 
as an informal way in which matters bearing directly on the welfare of 
the employees or improvement of operative methods may be discussed. 
The First National Bank of Minneapolis has a similar set-up except that 
instead of a committee meeting, departmental dinners are held from time 
to time. The bank also has a club which sponsors recreational and social 
activities. 


While these examples show that the committees in the banks are 
largely informal, still they are a means by which the employees can 
express their views for management to act upon as it sees fit and 
undoubtedly the administration of the banks is better because of these 
employee committees. 


Suggestion Systems 

Another means by which the employee can participate with manage- 
ment in business administration is the suggestion system. Modern busi- 
ness success depends greatly upon the extent to which profitable ideas 
are procured, developed and applied. In establishing a suggestion system 
management recognizes the fact that these ideas may be obtained from 
the employees. 


The suggestion system draws upon the practical experience and 
specialized knowledge of individual employees for ideas which may be of 

















Employee Participation With Management 231 


direct benefit to the company. The adoption of suggestion systems has 
been found to result in: savings in operating costs, increased production, 
extension of business, improved operating methods and better working 
conditions. Management now seeks aid in many things which formerly it 
considered its prerogatives, among them suggestions and improvements 
on the following subjects are particularly welcome: 
1. To reduce cost of production. 
2. To increase production. 
3. To improve methods of manufacture. 
4, To improve the quality or design of the product. 
5. To improve equipment. 
6. To prevent accidents or injury to health. 
7. To improve working conditions. 
8. To prevent waste of material, labor, power and floor space. 
9. To improve quality or appearance of products or packages. 
10. To find new products or uses for old products. 
11. To improve office methods, systems or routine. 
12. To eliminate unnecessary work and duplication of work. 
13. To improve merchandising, sales or customer service. 


While this list may not be all inclusive it can be seen that manage- 
ment values suggestions in practically all phases of its operations. 


One of the first formal suggestion plans to be adopted in the United 
States was that introduced in 1886 by the Yale and Towne Manufacturing 
Company. This plan no longer exists; therefore, many people feel that 
the oldest system now in operation is that of its National Cash Register 
Co. which started its plan in 1894. Another plan established about the 
same time is that of the Eastman Kodak Co. Both of these plans with 
occasional revision have operated continuously since their inauguration. 
The movement toward employee suggestion plans made little headway 
before 1912; it took a jump during the first World War and again during 
the second. During wartime, employee suggestions assume an importance 
far beyond their normal peacetime function and the chairman of the War 
Labour Board in the United States recognized this fact when he requested 
manufacturers to set up joint labor-management committees, one purpose 
of which is to develop employee suggestions. 


The survey conducted in the 100 Canadian plants revealed that 38 
had suggestion systems in operation and 48 intended to put them into 
operation in the future. The consensus of opinion was that the sugges- 
tion system was very valuable in two ways: (1) Actual monetary savings 
from worthwhile suggestions handed in; (2) Intangible value through 
public relations and increased interest of the employee body. 
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A similar survey held in 48 companies in Chicago revealed that 27 
had suggestion systems. Ten of these had the system in both office and 
plant. Sixty per cent included supervisors as well as other employees as 
participants. Eighty per cent of the awards were in cash with a minimum 
award of $5.00. Sixty-three per cent of the systems based the award on a 
fixed percentage of estimated savings and 78% had a suggestion com- 
mittee to approve suggestions. 


The Westinghouse Electric and Manufacturing Company of East 
Pittsburgh, Pennsylvania, has had a suggestion system in operation since 
1910. In that time they have received 102,000 suggestions, 33% of which 
have been put into practice. In 1941, 14,641 suggestions were received 
and 5,803 were adopted. Awards in 1941 totalled $46,415.00. The largest 
award was $1,070.00 and 22.3% of all awards received more than the 
minimum $2.50. The company carries on its plan, keeping definite prin- 
ciples in mind in order to keep its employees’ interest and the results 
achieved illustrate the success with which such a plan can operate. 


PART II. 
CASE SITUATIONS DESCRIBED 


1. Manufacturing 
2. Distribution 
3. Utility 


4, Financial 


These cases are not presented as being representative 
but rather are just examples of what is being done in 
the four major fields of business endeavour. They 
show the extent to which unions, employee committees 
and suggestion systems are used in employee participa- 
tion with management in the fields of business admin- 
istration stated above. 


1. MANUFACTURING 
Empire Brass Manufacturing Co. Limited 


This company is engaged in the manufacture of all types of brass 
fixtures and fittings and employs about 500 persons in the plant. The 
company recognizes Local 2699 of the United Steelworkers of America as 
the bargaining agent for its employees. The Union recognizes that it is 
the company’s exclusive right to 


(a) Maintain order, discipline and efficiency and that every 
employee must conform to and abide by the shop Rules and 
Regulations laid down in a booklet. 
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(b) Hire, discharge, transfer, promote, demote or discipline 
employees provided that such action can be appealed to a 
grievance committee. 

(c) Generally to manage the industrial enterprises in which the 
company is engaged and to determine the number and location 
of plants, the products to be manufactured, methods of manu- 
facturing, schedules of production, kinds and locations of 
machines and tools to be used, processes of manufacturing and 
assembling, the engineering and designing of its products and 
the control of materials and parts to be incorporated in the 
products produced. 


The agreement provides for the setting up of both a Negotiating 
Committee and a Grievance Committee of not more than five employees 
on each. The Union may appoint or otherwise select the members of 
these committees but they must be from certain departments. These 
committees meet whenever a matter arises that is properly referable to 
them; i.e., the Negotiating Committee discusses any matters in the agree- 
ment which it thinks should be changed and the Grievance Committee 
handles grievances according to a definite laid down procedure. 


Grievance Procedure 

If any complaint of an employee to his foreman is not settled within 
24 hours the Grievance Committee man of his department presents the 
grievance in writing to the man’s foreman. The foreman must state his 
decision in the case in writing within 24 hours to the committee man and 
the Plant Superintendent. The grievance is then taken up between the 
committee man and designated representatives of the Company (Plant 
Superintendent and possibly others). If the grievance is not settled 
within 48 hours it is discussed at a meeting between the Grievance Com- 
mittee and the President of the Company. A Union representative may 
sit in on this meeting if requested. If the grievance is not settled within 
48 hours, it is then referred to arbitration. No person who has been 
involved in trying to settle the grievance can be appointed to the arbitra- 
tion board so that the function of the committee ends here. 

Meetings of committees are held only when matters arise which need 


to be discussed. Management meets with these committees when 
requested or may ask for a meeting to bring up a grievance of its own. 


Safety Committee 

The Union agreement also provides for the maintenance of adequate 
sanitary facilities, safety devices and safety rules throughout the plant. It 
was just recently decided that a Safety Committee would be the best 
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means of seeing that this was done. The foreman of each department 
picked out a man who showed through his actions and work that he was 
safety minded. These men were formed into a 14-man safety committee 
with the personnel manager as chairman, and were instructed and given 
pamphlets on safety measures. It is intended that eventually one of the 
committee members will be made chairman, replacing the personnel man- 
aged. Members of the committee may be replaced if the personnel man- 
ager and foreman think it advisable. 


The committee meets once a month to receive safety talks and discuss 
safety methods. A record is kept of all accidents in the plant and their 
causes and ways and means in which these accidents could have been 
prevented are also talked over. Employees are encouraged to present 
safety suggestions to their department safety man. These suggestions are 
recorded in the personnel office and also discussed at the safety meetings. 
About 32 such suggestions have been received since December, 1945, a 
period of four months. 


Each safety man wears a red badge so that he can be recognized at all 
times. If he sees some poor safety practice being carried on in his depart- 
ment or some hazard which should be fixed, he has the authority to bring 
the matter to the attention of his foreman, who remedies the situation if 
he agrees. If he does not agree the safety man makes a report of the 
matter to the personnel manager, who takes it-up with the plant superin- 
tendent. If they decide that it is a matter which should be remedied, 
notice is sent to the foreman concerned or to all foremen if it is a matter 
of plant-wide significance. If it is a case of something needing to be 
fixed it is given a first priority rating with the maintenance department. 


Employees are encouraged to present suggestions along other lines 
than safety to their foreman or the plant superintendent. 


Welfare Association 

The employees of the company run their own welfare association, 
which has been in operation for 23 years. The initial purpose of the 
association to which members pay 10c a week dues is to provide sick 
benefits for its members. 


Under this plan any employee belonging to the association can go 
and see the doctor without charge. There are no subsequent charges 
except for surgical operations. Employees get special rates for their 
families from the same doctor. In addition sick employees are entitled to 
so much cash allowance each week up to $81.00 per year. The committee 
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which is composed of a member from each department may vote an addi- 
tional $19.00 to an employee under special circumstances. A general 
meeting of the association is held once a year, at which the committee is 
elected. Employees over 50 years old may not belong to the association. 


In addition to the above the association also runs the plant cafeteria 
and refreshment wagons that go through the plant during the 10-minute 
rest period. The company supplies the equipment and any profits made 
go into the funds of the association. 


Recreation is also controlled by the association. Dances are held 
every two weeks in the cafeteria, a bowling league is operated and teams 
entered in various softball, basketball and hockey leagues. Expenditures 
for uniforms and sporting equipment are borne by the company. 


The association also controls what is called a community chest fund. 
Each employee has the option of having Sc per week deducted from his 
pay to be put into this fund. Donations are then made to various social 
organizations such as the Red Cross and Community Chest. 


The personnel manager sits in an advisory capacity on the committee 
of the welfare association. 


2. DISTRIBUTION 
Zeller’s Limited 


Zeller’s Limited, a variety chain, is the example that has been taken 
in the distributive field. Each local store of this chain has what is known 
as a Better Relations Committee. These committees were instituted by 
management as means by which to promote better understanding between 
the employees and management. This was to be done by handling all 
complaints, grievances, suggestions and improvements. 


In the London store this committee is composed of five members— 
three sales clerks, one office help and one stock room clerk. The com- 
mittee is elected each year—all employees being eligible to vote, and any 
employee with more than one year’s service being eligible to be elected. 
Each year the personnel director draws up a list of all employees eligible 
to be elected, classified as to sales, office, or storeroom. This list along 
with a ballot is given to each employee exclusive of management. The 
employees then vote for the representatives they want from each classifi- 
cation and the five with the most votes win. 


The committee is responsible for operating the suggestion system 
and recreation program. It also handles all complaints and grievances. It 
meets twice a month and has the authority after consultation with the 
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store manager to call a meeting of the entire store staff on company time 
—half in the morning and half in the afternoon. It can request expendi- 
tures of money but these must be approved by the store manager or 
higher authority, depending upon the amount. 


The committee meets twice a month and is allowed half an hour for 
each meeting or more upon request. Just previous to each meeting a 
member of the committee who controls the key opens the suggestion box 
and removes any suggestions, complaints or improvements which may be 
in it. These are then discussed at the meeting along with any other mat- 
ters which may have arisen. Minutes of all meetings are taken and sugges- 
tions are recorded. These minutes are posted in the locker room or if 
some important matter has been brought up, a general meeting of all 
employees may be called. 


The committee then refers its decisions to either the personnel man- 
ager or the manager of the store, depending upon under whose jurisdic- 
tion it lies. It is then considered and put into practice in the store if 
feasible. If not, the committee is told the reasons. Any suggestions which 
may be of value to all stores in the chain are sent to a Better Relations 
Committee at the head office in Montreal. This committee is composed 
of the Vice-President and four chief executives. All suggestions are 
acknowledged and if practicable a cash award is sent to the suggestor; if 
not, the employee is told why the suggestion would not work. A bulletin 
is sent out every year showing all suggestions for which awards have 
been made, broken down by city and phase of operation. During 1945, 
23 suggestions were accepted from the chain. The central committee also 
discusses personnel problems which may arise from time to time through- 
out the chain or in individual stores. Each store personnel manager keeps 
track of all suggestions and problems turned in and the disposition made 
of them. 


The Better Relations Committee also handles the recreational activi- 
ties of the store employees in conjunction with the personnel manager. 


3. UTILITIES 
London Public Utilities Commission 


All employees of the Public Utilities Commission, including those in 
the office, have the Organization of Civic Utility and Electrical Workers 
Branch No. 4, which is affiliated with the C.I.O., as their bargaining 
agent. The agreement between the union and the commission covers such 
matters as regulations, rates, hours, vacation, seniority, grievance pro- 
cedure, etc. It also provides for the setting up of a union committee com- 
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posed of a member from each department. From this committee in turn 
is picked a grievance committee. Officers of the committee are elected 
each year by all union members in good standing. 


The general committee meets regularly to discuss any matters which 
affect the workers on terms in the agreement. If an employee has a griev- 
ance he gives it in writing to the grievance committee. It is then presented 
to the foreman or superintendent. If it cannot be settled at this level it is 
presented to the manager and general committee. The union recognizes 
the right of the commission to hire, maintain order, promote, demote and 
discipline subject to appeal. It also recognizes the right of the commis- 
sion to use whatever methods of operation and improvements are deemed 
necessary. All jobs are evaluated under the agreement -and the scale of 
pay for each job is set forth. The union and company agree to co-operate 
in keeping the rates up to date and maintaining them. 


Safety 

The commission has a man who holds safety meetings with different 
groups of the employees every Monday morning. At these meetings 
various safety measures are discussed and demonstrated. Employees are 
encouraged to bring forth any ideas they have on safety matters or to 
report any poor safety practices. These are discussed and any needed 
action is taken. 


Welfare Club 


The employees also operate a Welfare Club which has a committee 
made up of a member from each department. This committee is elected 
at a general meeting in January of each year by permanent employees who 
are members of the club. The sum of 25c per month is deducted from 
each member’s pay. The club has a clubhouse, tennis courts and bowling 
greens, the capital expenditures for which were made by the P. U.C. 
Euchre and bridge parties are held during the winter in the clubhouse. In 
addition to recreation the club looks after sending flowers to all sick 
employees and pays $50.00 to an employee's family on his death. The 
commission has a sickness and accident plan which provides a 2/3 salary 
benefit to employees. The premiums are paid by the employees, however, 
if an employee is in good standing as determined by the commission and 
the union, then the commission pays the additional 1/3 benefit. 


4. FINANCIAL 
London Life Insurance Co. 


In this organization the established channels of employee expression 
are a little more fluid. Employees are encouraged to give suggestions 
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concerning any phase of the business to their department superintendent. 
If the suggestion refers only to his department the department head can 
decide whether it should be put into operation. If he thinks the idea has 
merit for other departments he refers it to the planning division which 
is the co-ordinating unit. The merits of such ideas are discussed at the 
weekly meetings of the management committee composed of the manag- 
ing director and three assistant general managers. This committee deter- 
mins matters of company policy affecting the administrative phases of 
the business both internally and externally. 


When an employee makes a worthwhile suggestion the fact is noted 
on his record card and is taken into consideration when the yearly 
increases are made. In addition to this, every year or so the company 
holds an organized suggestion contest for which prizes are given. 


The men and women are formed into two clubs—the Men’s Club 
and the Women’s Club. These clubs look after the recreational activities 
of the employees. The employees elect their own officers and manage- 
ment has nothing to do with their operation other than to provide the 
money for capital expenditures and maintenance of bowling alleys, tennis 
courts, etc. 


In addition to these clubs each department has a small welfare com- 
mittee. The employees contribute quarterly to the department welfare 
fund. This money is then used by the committee in buying flowers for the 
sick, and presents for weddings and birthdays. 


If an employee has a grievance he takes it to his immediate super- 
visor or department head. If it cannot be satisfactorily settled the matter 
is taken up with the personnel manager. A personal rating chart is kept 
for every employee and filled in each year based on the work reports 
received from his department head. Raises in salary are given yearly 
according to these charts. If an employee is dissatisfied he can go over 
his rating with the personnel manager and any adjustments deemed neces- 
sary are made. 


PART III. 


INTERPRETATION OF FINDINGS IN TERMS OF 
BUSINESS ADMINISTRATION 


The main purpose of this thesis has been to show the trend in what 
might be called the devolution of some of the functions and responsibili- 
ties of management onto the workers themselves. The movement in busi- 
ness in the past has been a continual reduction of freedom, initiative and 
interest accentuating the “cog-in-the-machine” feeling on the part of the 
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worker. Often this cog has had no perspective or understanding of the 
part it plays in the general mechanism of the operation of a business. 


During the two world wars, especially the one just past, employers 
and the government realized the importance of gaining the workers’ 
interests in their jobs in order to increase productivity and aid the war 
effort generally. Good employers have realized the soundness of the 
policy of helping employees to be healthy and contented. Personnel 
administration has become a major management function and with it the 
focus of attention has been placed on employment methods, training of 
employees, safety programs, employees’ services, labor relations, sugges- 
tion systems and other matters that are close to the employee. 


To stimulate employee interest and promote better understanding 
management through such media as committees and bulletins is present- 
ing employees with the facts of business operation. Such things as telling 
the volume of business done, the number of persons employed, important 
new customers, jobs well done by certain employees, new equipment that 
has been purchased and is different, new products, sickness and accident 
causes, trips taken by persons in the company and their results, reports on 
conventions, need for new employees, reasons for changes in rules and 
regulations—all these tend to increase employee interest in operations. 
This increased interest results in producing happier employees and 
thereby helps business to run smoother and increases productivity. 


Management has been showing the workers just what it is trying to 
do, thus establishing to some degree an ordinary human touch and sym- 
pathy between management and men. This has laid the basis in allowing 
employees to participate in the administering of business through their 
various committees. 


It is through their unions, however, that employees have come to 
exercise the greatest effect on management. As shown in Part I, many 
matters formerly considered as management prerogatives have been 
accepted as things to be settled by collective bargaining. Indeed in many 
industries the unions have practically complete control over wages, hours 
of work, other terms of employment, grievance procedure, etc. Industries 
or companies that are not unionized may have shop committees which 
have a good deal of control in these matters. 


The rise of personnel administration has brought many questions 
which affect the community life of the employee, general working con- 
ditions and amenities, to the fore. In these matters the fullest consulta- 
tion with the workers is necessary and a considerable amount of self- 
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government has been shown to be quite possible. Such things as shop 
rules, maintaining shop rules, working conditions accident and sickness, 
dining service, shop comfort and hygiene and benevolent work along 
with recreational activities are considered by management to be fields in 
which the employees can exert a good deal of administration. Employee 
committees are very active here. 


In the matters of new or changed processes on grades of worker for 
types of machines unions again force considerable attention as witness 
their “make work” policies. Where these matters are not subject to union 
agreement management often has consultation with shop committees. 


Indeed it is hard to find an administrative duty of management today 
which is not in some way affected by employees’ opinion. Naturally the 
unions exercise the greatest influence in these matters; however, the vari- 
ous employee committees, no matter how informal their organization may 
be or how little responsibility they may hold, represent the workers’ 
opinion, and so management keeps one ear open to them when formv- 
lating most policy. 


It should not be deduced from this, however, that the benefit goes 
entirely to the workers. Through joint relations management can interpret 
its wants and ideas to the employee body, education in shop processes 
and trade technique may be given, qualities necessary for promotion can 
be discussed, and education in general business questions given. 


In addition to the good feeling and raised morale developed, man- 
agement also profits through the excellent ideas and suggestions which 
are received. In Canada the plants using labour-management committees 
during the war have experienced a 34.5% production increase merely 
through using employee suggestions. A survey of opinion among the 
managers of 1,600 plants in the United States using joint committees 
showed that only 8% thought that these committees encroached upon the 
functions of management and in only 4% of these plants had an attempt 
been made to make the committees bargaining agencies. 


The key note of most employee committees seems to be co-operation 
of management and worker in providing a constant channel of communi- 
cation between them. While the unions at present appear to be militant 
and forceful in securing what they want, still the good relations fostered 
by employee committees may in the future remove some of the distrust 
that still exists between union and business management and provide a 
basis for further labour-management co-operation. 














